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APPRAISAL OF TREASURY'S TAX PROGRAM 


HILE there can be little doubt as 

to the need and desirability of an 
increase of $10.5 billion in taxes, there 
is serious question whether the Treas- 
ury’s proposed program is the one best 
designed to raise these funds. That 
funds of this magnitude can be raised 
without unduly affecting the nation as a 
whole (although there may be many in- 
dividual hardships) is clear from an ex- 
amination of the national income and sav- 
ings statistics. In 1943 it is estimated 
that individuals will save some $36 bil- 
lion after payment of taxes. Although 
tax payments this year will fall short of 
the amounts to be collected under pre- 
vailing tax schedules, it seems clear that 
after allowing for this factor, savings 
still are at record heights, in light of 
which it is difficult to understand the 
position of those Congressmen who insist 
that it will be impossible to raise $3 to 
$5 billion in increased taxes. The taxes 
proposed by Secretary Morgenthau are 
not only possible but must be collected 
as an anti-inflation measure and as a 
means of paying a larger proportion of 
the war cost currently. 

While enormous excess funds prevail 
for the economy as a whole, large groups 
have not had significant increases in in- 
comes. The taxes proposed by the Sec- 
retary will be particularly burdensome 
to these groups which include office 
workers, widows and orphans living on 
trust income and insurance annuities 


and all others restricted to fixed incomes. 
However, regardless of what type of tax 
program is adopted, (except a tax on in- 
creased incomes, which appears to be ad- 
ministratively unfeasible) it seems cer- 
tain that these groups will be seriously 
affected. The problem, therefore, is to 
devise a tax system which will fall with 
relatively lighter impact upon these 
groups as compared with the nouveau 
riche. 

An important distinction must be noted 
between the spending pattern of those 
whose incomes have increased and that 
of those whose incomes have not been, 
and may furnish a guide to the type of 
program which would be more equitable 
to the latter group. Take the case of 
two individuals with incomes of $3,000. 
“A” has been making that salary for a 
number of years, ““B”, a war worker, has 
been increased from $1000. “A” has 
probably incurred obligations such as in- 
surance premiums, payments on a home 
or higher rent, etc. “B” has usually not 
yet assumed these obligations to the same 
extent. There are two ways in which the 
tax burden can be made to fall with 
greater impact upon “B”. First, permit 
deduction of expenditures for these pur- 
poses, thus, in effect, reducing the tax 
burden on “A” as compared with “B”. 
Secondly, instead of raising income taxes 
which will increase the burden on all in- 
dividuals in a given income group regard- 
less of their previous commitments, turn 
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to the sales tax as a major source of new 
revenue. 


A conspicuous aspect of Secretary 
Morgenthau’s statement was his contin- 
ued failure to recommend a general sales 
tax. A sales tax would be a very ef- 
fective device by which to reach those 
persons with incomes of less than $5000 
who have over 80% of available incomes. 
As we have proposed in the past, the levy 
of a substantial sales tax should be ac- 
companied by the issuance of prepaid tax 
stamps to cover at least the food pur- 
chases of relatively low income groups. 


The Secretary has receded from one 
previous position, namely opposition to 
compulsory savings, since he suggested 
to the House Ways and Means Committee 
that such a device might’ be used as a 
means of lessening the ultimate impact 
of the increased tax on the lower income 
groups. A post-war refund would be a 
desirable aspect of any increase in income 
tax rates but it should be designed to re- 
fund only a limited portion of the in- 
crease. His suggestion to merge the vic- 
tory tax with the income tax should be 
adopted as that would considerably sim- 
plify the present complicated tax struc- 
ture. ‘ 


The proposal that the social security 
system be revamped at this time in order 
to yield a substantial increase in revenues 
should not be adopted by Congress. So- 
cial security should be considered in its 
own right and not as a means of securing 
additional tax revenue to battle inflation. 
It would be impossible for Congress to 
agree in the next few months upon the 
comprehensive program embodied in the 
Wagner-Dingle Bill. Moreover, to the 
extent that social security taxes on em- 
ployers are increased it seems likely that 
the yield to the government from corpo- 
ration taxes would be reduced because 
such payments are deductible from tax- 
able income. The net result of such a 
program, therefore, would be to substi- 
tute obligations which would require ul- 
timate payment in the form of social se- 
curity benefits for tax collections which 
are attended by no such obligation. 

There may be little quarrel with the 
recommendation to reduce the estate tax 
exemption from $60,000 to $40,000. This 
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would restore the figure prevailing before 
the 1942 Revenue Act which at the same 
time eliminated the additional $40,000 
exclusion of life insurance proceeds pay- 
able to named beneficiaries. The pro- 
posed reduction would thus have the ef- 
fect of completely removing any advan- 
tage for insurance in making up the ex- 
cess of the present exemption over the 
erstwhile general estate exclusion. How- 
ever, insurance may still be exempt if the 
tests laid down by the 1942 law are met. 
On the other hand, this may be an ap- 
propriate occasion to accord complete 
exemption to life insurance proceeds ear- 
marked—and actually used—to pay es- 
tate taxes. The Treasury should give 
special consideration to an asset which, 
unfailingly, provides the cash for death 
taxes, without principal loss. 


The suggestion to increase the estate 
(and correspondingly the gift) tax rates 
is another matter. It has always seemed 
inequitable to penalize the beneficiaries 
of an estate because of the fortuitous cir- 
cumstance of the decedent’s death in a 
high-tax year. Unlike the bases gener- 
ating the imposition of other taxes, death 
is not—barring suicide—subject to the 
control of the taxpayer. Hence, the es- 
tate tax rate structure ought not to un- 
dergo frequent fluctuation. Conceding 
the need for additional revenue, changes 
here, if any, should be limited to the re- 
duction of the exemption to $40,000—and 
leaving it unreduced for more than a year. 
Perhaps it would be better yet to retain 
the present law unchanged in any respect 
until a rational revision of the income, 
estate and gift tax structures is accom- 
plished. 


Bond Redemptions at Peak 


Redemption of War Savings Bonds dur- 
ing September amounted to $155,278,000, 
the highest for any month, according to 
Treasury Department figures. However, 
War Bonds in the hands of the public also 
rose. 


In view of payments required with de- 
claration of estimated 1943 income and Vic- 
tory Tax on September 15, the increase in 
redemptions was not altogether unexpected. 
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TAX CORRELATION TO THE FORE 


ITH government as well as private 

citizens, businesses and tax practi- 
tioners burdened to the breaking point 
by complications, inconsistencies, and 
constant changes in law and interpreta- 
tion of our so-called “system” of estate, 
gift and income taxation, means of clari- 
fying, simplifying and interrelating the 
structure are receiving more merited at- 
tention in official circles. Tax records 
and preparation of returns have long 
been sources of both annoyance and ex- 
pense, but in wartime they become ini- 
mical to productive effort, and even in 
peace will fall with bad grace on busi- 
nessmen and other taxpayers hard- 
pressed by the rates themselves. 

In the matter of transfers by gift or 
testament, not only do the provisions of 
I.R.C. Secs. 166, 167 and 811 and the 
gift tax chapter fail to tie together in 
important points, but court decisions 
often confuse more than they clarify the 
status of transfers of income or princi- 
pal. As a most prominent authority, Er- 
win N. Griswold of Harvard, aptly re- 


marks: “The law as it now stands is fully 
beyond the comprehension of any but ex- 
perts, and the most they can do in many 


situations is to express doubts.” Fur- 
ther patching of statutes can result only 
in worse confounding confusion, increas- 
ing the waste of thousands of confer- 
ences and reviews of periodic changes, 
and adding endless streams of litigation. 
Attempts to apply the rule in Helvering 
v. Clifford alone have resulted in over 200 
court decisions during two years’ time. 


The Treasury Department will make a 
great contribution to progress if it works 
out a coordination of applicable rules for 
trust and succession taxes, making the 
income tax determinative of incidence of 
gift or estate liability in the equivalent 
situations. Proposals to reach this goal 
by combining estate and gift tax exemp- 
tions—lumping the testamentary trans- 
fer with inter vivos gifts—would, how- 
ever, be a most unwholesome and unjust 
method. Under such a plan, the same 
rate would apply to either transfer of 
property, but be cumulative so that the 
total would be taxable at death in the 


combined bracket and at the then prevail- 
ing rates. The tax on the final estate 
could substantially wipe out many an es- 
tate. It would eliminate any concern over 
“contemplation of death’ or over mini- 
mizing taxes through mixture of inter 
vivos and testamentary transfers, for 
the very practical reason that no one in 
his right mind would dare risk making 
any inter vivos gifts with an indeter- 
minate future liability hanging over him. 
His fortunes might—as they often do— 
change radically, and between possible 
shrinkage of the remaining estate value, 
potential or probable higher rates, 
changes in the needs of his intended 
beneficiaries or in his intentions, and 
changes in the cost of living, the result 
could easily be the bequest of a bank- 
rupt estate to those most properly de- 
pendent upon him at the time of his de- 
cease. Replacing the gift and inheri- 
tance taxes with an all-embracing income 
tax—eliminating distinctions between 
principal and income to the recipient 
from any source—is an even more amaz- 
ing prospect with repercussions that 
might bring down our whole system of 
private property rights, private enter- 
prise (particularly affected would be the 
family or small business that is the basis 
of our enterprise economy) and invest- 
ment generally. 


But in the field of correlation or co- 
ordination, under which the determina- 
tion of the income taxability of a trans- 
fer would settle the estate or gift tax 
question, and what constitutes a gift 
would be clearly defined, much progress 
can be made. Certainty will replace 
doubt, inconsistencies give way to cer- 
tainty once the income tax status is deter- 
mined, and a host of interpretations, liti- 
gation, paper work and other time-con- 
suming and expensive fol-de-rol would be 
eliminated. Enumeration of conditions 
for taxing as a gift under usual circum- 
stances would clear up the great bulk of 
subsidiary questions now unsettled by 
decisions or statute in the income sphere. 
Assignment of income only and situa- 
tions requiring reservation of settlor’s 
business or investment control require 
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special consideration, the latter to assure 
leeway for proper family trusts. Here 
too is opportunity to settle the “contem- 
plation of death” foible, as perhaps by 
confining it as a test of estate taxability 
to gifts made after a certain age—say 65. 
What would be lost in revenue on the 
two-year-presumption and other “under 
age” transfers would likely be made up 
by the levy on all cases above the dividing 
line, considering the many instances 
where such transfers have been held not 
to be in contemplation of death. Great 
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savings of administrative costs would re- 
sult in any event. Obviously, any such 
coordination should not be retroactive. 

The subject is so important as to war- 
rant cautious and searching study of the 
effects on tax revenues, savings in admin- 
istrative detail and collection costs and 
general justice. Results in certainty to 
taxpayer, advisers and the government 
would justify this and provide a compen- 
sation for the heavy burdens under 
which, for perhaps a generation or more, 
we will be struggling. 


INCOME TAX STRUCTURE MUST BE SIMPLIFIED 


WO aspects of the tax problem are 

scheduled for immediate and thor- 
oughgoing consideration by Congress: 
(1) methods of increasing the yield and 
(2) simplification of the existing tax 
structure. The returns that had to be 
filed September 15th re-emphasized the 
large amount of—and in many respects 
unnecessary—paper work now entailed 
in connection with taxes. A few simple 
revisions of the law should make it pos- 
sible to reduce substantially this work 
for the taxpayer, business man, and 
the government—and obtain taxes at less 
cost and with less “squawk.” 


This is particularly important for tax- 
payers with net taxable incomes under 
$2000 since this group alone accounts for 
a major part of returns. At the present 
time it is necessary to calculate three 
separate taxes: normal 6%, surtax 13%, 
and victory tax approximately 3% net. 
Is there any valid reason why these three 
taxes, which now aggregate approximate- 
ly 22%, should not be combined into one 
tax? Such a measure would obviate the 
various calculations necessitated by dif- 
ferent allowable deductions for the vic- 
tory tax and the income tax and the 
further calculations necessary between 
the normal tax and the surtax because 
of the earned income credit permitted 
on the former. If the new tax were to 
be 22% it might be appropriate to desig- 
nate a percentage of the total as a special 
war tax in order to facilitate the reduc- 
tion or elimination of this levy as soon 
as possible after the cessation of hostili- 
ties. In addition to this combined nor- 


mal-war tax, surtaxes would be con- 
tinued on net taxable incomes over $2000. 


By levying the appropriate withhold- 
ing tax it should also be possible to elim- 
inate all returns by individuals with less 
than $2000 taxable income unless they 
have incomes of at least $100 in addition 
to wages. The withholding tax could 
either be 20%, or it could be equal to the 
22% combined rate, but calculated on the 
basis of exemptions somewhat higher 
than those provided for by law. Either 
of these arrangements would make allow- 
ance for the usual deductions permitted 
from taxable incomes. In either case, 
the payment should discharge the indivi- 
dual’s tax liability in full. The elimina- 
tion of tax returns by the millions of 
citizens in this tax group would reduce 
the burden of the Bureau of Internal 
Revenue considerably and would obviate 
a large amount of unnecessary paper 
work by individual taxpayers. 


For those with net taxable incomes in 
excess of $2000, the combination of the 
various taxes suggested above would re- 
duce their paper work somewhat, and 
quarterly returns could be eliminated for 
those who do not have a marked shift in 
incomes. Large numbers of persons re- 
ceive incomes from wages or from prop- 
erty which remain relatively stable from 
year to year. Quarterly returns should 
be required only from those whose in- 
comes fluctuate widely. These adjust- 
ments in our tax mechanism are urgent- 
ly needed and would prove beneficial to 
both the taxpayer and the government. 
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FIGHTING 


HERE are a great number of fathers, 

both pre- and post-Pearl Harbor, in 
the armed forces already, and there is 
no reason in emergencies why the draft 
should except others in this status from 
service on this ground alone. In fact, 
the fathers of this country have even 
more reason than others for service 
which will protect their homes and fami- 
lies. Fathership is not the key to the 
problem of the military draft, nor the 
important determinant, and arguments 
on this line miss the main issue and waste 
valuable time. 

This drafting has, however, a distinct- 
ly non-military aspect. Largely it is a 
device for correcting a condition of man- 
power shortage (estimated at 2.6 mil- 
lion workers) partly caused and partly 
encouraged by political bungling. Be- 
cause the administration failed, and is 
still failing, to prevent inflationary pres- 
sures at the source, we have a vast new 
machinery of controls on prices, ration- 
ing and resources. Senator Byrd esti- 
mates at least half a million surplus em- 
ployees on Federal payrolls alone, and 
more thousands are needed to unravel the 
redtape as form-fillers in industries. 
Transportation Coordinator Eastman has 
publicly condemned the wastage of man- 
power on railroads because of “feather- 
bed” practices. 


Employers, even in vital aircraft and 
shipbuilding plants, have to countenance 
shiftless, impudent and unproductive 
workers, who menace the effectiveness of 
the whole body of good workmen. Will- 
ing workers are forced to stop work and 
stand by at many stages while members 
of some other special union fight over 
jurisdictional “rights.”” This was damn- 
ingly illustrated by such first-hand sur- 
veys as that presented recently in the 
Readers Digest. So long as these prac- 
tices are condoned, even protected, the 
American people—and that includes the 
men in active service—have a right to 
criticize the drafting of those who have 
their roots in home soil and are doing 
useful work. Political mollycoddling 
and paternalism should be drafted first. 


FATHERS 


As to the deficit in military manpower, 
requiring the calling up of 1,221,000 men 
for Army and Navy requirements by the 
end of the year—with possible added 
drains for replacement if battle casualties 
are exceptionally heavy—it would be ap- 
propriate to explain why this is neces- 
sary while there are three times as many 
in uniform in this country as there are 
on the fighting fronts—after two years 
of war. What, it is being asked, is the 
gain from taking millions more men out 
of production when thousands already 
are having to be furloughed from mili- 
tary training or services to work on the 
farm, in the factory or the mine? Army 
and Navy heads know their needs better 
than armchair generals, but certain bal- 
ances must be struck to support a more . 
and more highly mechanized war. There 
are now about ten million men and wo- 
men in the armed forces and the same 
number in munitions (and its material) 
industries. This raises the question of 
essentiality of home front efforts, which 
should be a guiding principle in the draft. 

Glib slogans like “scraping the bot- 
tom of the manpower barrel” for the 2 
million additional force needed, are bet- 
ter rhetoric than logic while we have yet 
an actual net surplus of some 300,000 
taking the country as a whole, according 
to recent (Sept. 21st) report by the War 
Manpower Commission itself. We might 
well concentrate on means of shifting 
the workers from “surplus” to “short- 
age” areas. This the proposed draft may 
help effect, if it is made known that those 
in non-essential positions as well as those 
in “surplus” localities will have the al- 
ternative of going into the forces or mov- 
ing to critical areas and jobs. It would 
seem desirable to finance the relocation 
as a war cost, lest a greater and irrepar- 
able loss be sustained in having to take 
men from jobs of national usefulness. 
Nor have we scraped the bottom of either 
the manpower barrel or the manpower 
problem while absenteeism and turnover 
loss (in time and training) run so high. 
The draft may again be useful here, as 
may better plans of incentive pay for 
extra productivity. 
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We are to provide five million men for 
overseas duty in Army services by the 
end of 1944, as reported by the Army 
Service Forces’ requirements division. 
Others must be in training; others in 
limited or home services. Limited ser- 
vice has been proposed under reclassifi- 
cation of men in 4F. But has adequate 
consideration been given to the possibili- 
ties of allowing men to get military 
training while carrying on present use- 
ful civilian or defense work? This 
should be practical, especially for those 
in seasonal occupations, or in shops and 
other establishments which could double- 
up or rotate. Part-time trained National 
Guardsmen—of whom many are fathers 
—have proven a most valuable part of 
our armed forces. Has that principle 
been adequately developed to allow basic 
training without disruption of produc- 
tion, family and business? These are 
questions that the public will expect 
answers on before the draft boards start 
piling more men into uniform. And re- 
member that among these fathers are a 
large proportion who are shouldering im- 
portant responsibilities today as well as 
developing for the job of leadership to- 
morrow. Will they be more useful on 
K.P.—for most will be privates? Along 
with the post-war planning job there 
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should be more concern with the men 
who are going to run the show, and with 
seeing that employment foundations are 
kept for peace industries too. We must 
be able to justify the sacrifices and merit 
the victory of our fighting men. 

This again emphasizes the importance 
of recognizing the relative usefulness of 
a prospective draftee. And that cannot 
be classified as easily as some have sug- 
gested in exempting those working in 
“ship yards and plane factories.” For 
who is going to supply them with mate- 
rials, with engineering and managerial 
and technological skills? The bottom of 
the barrel isn’t being anywhere near 
scraped as long as millions continue to 
function at little value to either the war 
or home front. Perhaps we need War 
Service ribbons to distinguish those clas- 
sified in the two groups suggested by Ad- 
miral Woodward: war producers, and 
those absolutely essential to maintain 
homes and national institutions. We 
would rather see such ribbons for those 
who will put national welfare above per- 
sonal political or mercenary ambitions. 
Since this is too much to expect, let us 
hope that fathers will take their place 
either in the battle line or in useful, as 
well as essential work, to keep America a 
going concern. 


MAGNITUDE OF RECONVERSION JOB 


LOSELY interrelated problems in the 

immediate post-war period are the 
conversion of war plants to peace time 
use, the disposition of government owned 
plants and stocks, and the cancellation 
of government contracts. 

The magnitude of the problem may be 
indicated by a few figures. It is esti- 
mated there will be about $75 billions of 
war contracts to be cancelled (about 10 
times as large as at the end of World 
War I), about $60 billions of war mate- 
rials to be disposed of, and government 
owned plant and equipment aggregating 
more than $15 billion as compared with 
1% billion after World War | (the govern- 
ment will own about 20% of all indus- 
trial plant in this country after the war). 


The extent of government ownership in 
different industries will vary from 10% 
of the steel capacity to 50% of the alum- 
inum and machine tools, 90% of the air- 
craft, and almost 100° of the synthetic 
rubber and high octane gasoline. Unless 
an appropriate program is established 
industry will be retarded because of the 
threat of government competition and 
lack of working capital which is tied up 
in materials for cancelled war contracts. 

It is imperative that this program be 
within the framework of the free enter- 
prise system. Both government and in- 
dustry spokesmen have recognized this as 
a prerequisite of proposed plans. Repre- 
sentative Vinson of the House Naval Af- 
fairs Committee has recently announced 
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a thoughtful plan to facilitate the recon- 
version, to include immediate reimburse- 
ment of the cost to business of materials 
reasonably accumulated, payment of full 
cost of reconversion where necessary to 
industries which had converted from 
peace to wartime production, and sever- 
ance pay to employees affected by con- 
tract cancellation. 


At the same time, the War Department 
has been taking steps to speed up the set- 
tlement of terminated contracts without 
delay and is accumulating much valuable 
experience in connection with contracts 
already terminated. Colonel Houston, who 
is to be head of a special department 
dealing with this problem, has stated: 
“the War Department will not approach 
termination with the idea of counting 
every last penny. Any money saved for 
the taxpayers by such a procedure would 
be insignificant when compared with the 
tremendous social and economic loss in- 
volved if industry were delayed needless- 
ly in getting back to normal operation.” 
This is an eminently wise policy; any 
unnecessary higgling would be penny 
wise and pound foolish. Recent surveys 
indicate that industries will require vary- 
ing periods of time to convert to peace 
time goods. In recognition of this fac- 
tor serious consideration should be given 
to staggering the cancellation of con- 
tracts wherever possible since post-war 
needs will dictate the continuation of 
some production of war goods. If there 
happens to be a significant time lag be- 
tween the ending of the European war 
and the Pacific war, the problem of gear- 
ing in the cancellation of war contracts 
with the reconversion to civilian produc- 
tion will be facilitated. 


The prompt settlement of war con- 
tracts and financing of reconversion are 
major steps in the right direction, but 
they cannot do the entire job. Industry 
also has a responsibility to be ready with 
its plans for prompt reconversion. The 
Committee on Economic Development 
under the able leadership of Paul Hoff- 
man has been emphasizing the urgency 
of this role with its call to “bold action 
now.” Individual companies are taking 
initiative advisedly; Louis Ruthenberg, 
president of Servel, Inc., has announced 
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that his company plans to introduce new 
products within three to four months 
after the war which will require a larger 
number of employees than worked for 
the company in the pre-war period. 
Similar plans by many other companies 
are in preparation. 

To handle the orderly disposition of 
the huge volume of supplies in govern- 
ment warehouses at the end of the war, 
a liquidation agency should be created to 
ensure that these goods are made avail- 
able without unduly disturbing markets 
and that the government obtains the 
highest possible realization from their 
sale. Moreover, the proper handling of 
these supplies can play an important role 
in the battle against inflation in the im- 
mediate post-war period—to some extent 
they may serve as a buffer to any spend- 
ing spree. 

To effect the transition to peace with - 
a minimum of hardship will necessitate 
a maximum of cooperation and mutual 
good-will between government, industry, 
and labor. Recent events and proposals 
indicate that we are looking in the right 
direction, but more concrete blue-prints 
are needed. Investors will follow these 
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developments with keen interest because 
the soundness of their investment port- 
folios in the last analysis depends upon 
whether appropriate measures are adopt- 
ed to enable industry to function in its 
peace time role immediately upon the ces- 
sation of hostilities. As the New York 
Trust Company points out in the cur- 
rent issue of The Index, “Political his- 
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tory indicates that if a depression de- 
velops after the war, and the country is 
dotted with idle government owned 
plants, there will be immense political 
pressure for federal operation of the 
facilities for some purpose or other.” 
Such a development could well deal the 
private enterprise system a blow from 
which it would never recover. 


ROLLBACK OF PRICES 


ry HE O.P.A. has introduced a major 
program to reduce the cost of living 

to the level prevailing in September 1942. 
As the result of previous measures and 
seasonal price declines, the index has 
already declined 1.9 points since May. 
By a combination of subsidy payments, 
price reductions, and purchases and sales, 
for seven food products, the O.P.A. hopes 
to reduce the cost of living by an addi- 
tional 2.3%; the total decline, therefore, 
is expected to aggregate about 4%. This 
would eliminate more than half of the 7.3 
point rise between September 1942 and 
May of this year. An additional part of 
the rise is to be reversed by a program 
to lower fruit and vegetable prices this 
coming winter. While these measures 
will stop the rise in living costs, at least 
temporarily, it is to be doubted that the 
full reduction anticipated will actually 
materialize. Since the food component 
of the cost of living index is weighted 
41.8%, food costs must be reduced about 
5% in order to reduce the overall cost of 
living by 2.3% Last year the nation’s 
food bill was $28 billions and it is prob- 
ably higher this year. A 5% reduction 
should therefore mean a saving to con- 
sumers of about $1.5 billions. However, 
it is doubtful that the announced pro- 
gram for onions, potatoes, oranges, lard, 
peanut butter, edible oils, and apples, will 
reduce actual living costs to this extent. 
While it seems impossible to reconcile 
the available data it appears that the 
price reductions planned for the seven 
products will save consumers less than 
$300 millions—even if they are fully ef- 
fective. However, the reports of the N. Y. 
State Department of Agriculture and 


other surveys show many prices above 
ceilings, particularly for foods. If this 
situation continues, and it would be very 
difficult to prevent for such products as 
potatoes, apples, oranges, and onions, 
then the saving to consumers would be 
still less than that suggested above. These 
evasions also make it questionable wheth- 
er the reductions in the cost of living in- 
dex thus far reported have been accom- 
panied by similar reductions in actual 
living costs. The success of the program 
is dependent, therefore, to a large extent 
on how successfully the lower ceilings 
are enforced. 

Finally, the subsidy payments contem- 
plated aggregate only $100 millions and 
hence, although some seasonal decline in 
prices may help, a major part of the sav- 
ings would have to come out of profit 
margins if the total is to equal $1.5 bil- 
lions. A squeeze of this magnitude could 
not be absorbed by business men handling 
these products. It seems clear, therefore, 
that living costs will be reduced substan- 
tially less than 1% rather than 2.3% un- 
der this program and that labor groups 
which have been insisting upon either the 
reduction or the abandonment of the Lit- 
tle Steel formula will not be satisfied. 

However, these measures to roll back 
prices do not deal with the basic causes 
of such advances. The pressure arises 
largely from the excess volume of pur- 
chasing power as compared with the sup- 
ply of goods. Although labor leaders 
have been complaining about the rise in 
living costs since last September, during 
the same period hourly earnings have 
increased 6.5% and weekly earnings 
10.3%. These labor leaders have insisted 
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upon a reduction in living costs but they 
certainly would resist a rollback in these 
wages, the increase of which has expand- 
ed consumers’ buying power considerably. 
Moreover, despite the large inflationary 
gap, Congress is reported to be loath to 
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increase taxes by the $12 to 16 billions 
requested by the President. Unless this 
excess purchasing power is siphoned off, 
the pressure for higher prices will be ir- 
resistable and the present program will 
prove to be only a temporary stop gap. 


RENEGOTIATION SAVINGS AND RESERVES 


P to August 1943, it is estimated that 

the renegotiation activities of the 
Price Adjustment Boards have resulted 
in the recovery of $2.1 billion in cash re- 
funds, and price reductions on future de- 
liveries which will save an estimated $2.3 
billion, or a total saving of $4.4 billion in 
the war bill. In addition to these specific 
savings, there undoubtedly have been 
large savings because firms have volun- 
tarily kept their prices down to avoid 
the necessity for renegotiation proceed- 
ings. However, these totals do not repre- 
sent net savings. A substantial portion 
of the total would have been recovered 
through excess profits taxes in any event. 
Thus, what the renegotiator gains, the 
tax collector, in part, loses. The net sav- 
ings to the government through renego- 
tiation, with excess profits taxes at 90%, 
is therefore probably small. However, it 
is not certain that, in the absence of re- 
negotiation, these profits would be main- 
tained at the higher level thus permitting 
the collection of taxes. Labor hungrily 
views high operating profits and insists 
upon a participation. To the extent that 
these requests are granted the taxable 
profits are reduced with the consequent 
adverse affect upon the tax yield to the 
Treasury. Thus, it is difficult, if not im- 
possible, to determine even the approxi- 
mate savings attributable to renegotia- 
tion. 

But to the extent that renegotiation 
limits the profits available for the crea- 
tion of reserves for post war reconver- 
sion, it weakens the post-war position of 
private industry and hence there may be 
offsetting losses which must be consid- 
ered in any over all appraisal of its sig- 
nificance. The provision of post-war re- 
serves is an important problem. Yet the 
Price Adjustment Boards are not per- 
mitted to include them in costs when es- 


timating excess profits. Moreover, as 
Senator George has well pointed out, the 
renegotiation process is “largely nullify- 
ing” the relief provision contained in the 
excess profits law. Under this provision, 
corporations may average their earnings 
in the post-war period with wartime 
earnings for two years and obtain tax 
refunds if post-war earnings declined 
sharply. These refunds could then be 
used to finance post-war reconversion. 
However, to the extent that the govern- 
ment recovers large profits through re- 
negotiation rather than through the tax- 
ing mechanism, the size of these refunds 
will be reduced. Since renegotiation 
tends to counteract this specific relief 
provision of the revenue act in a manner 
which may adversely affect our post-war 
economy, Congress should review the sit- 
uation and enact the necessary measures 
to make possible adequate post-war re- 
serves. 


Homer B. Clarke, Superintendent of 
Banks for Tennessee, was elected president 
of the National Association of Supervisors 
of State Banks at their annual meeting. 
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DIGEST SECTION 


Highlights of discussions on current economic 
topics from leading publications and addresses. 


BUSINESS, INVESTMENT AND POST-WAR TAXES 


ROSWELL MAGILL 


Partner, Cravath, de Gersdorff, Swaine & Wood. New York; 
Formerly Undersecretary of the Treasury 


T is still a reasonable assumption that 

the philosophy on which our tax sys- 
tem, as well as our government, is built, 
will remain. This is the basic premise 
of this appraisal. 

Two major factors will govern the 
formulation of our federal tax system 
after the war. First, the probable re- 
quirements of the Federal Treasury: 
what are the inescapable items of, expen- 
diture, and what functions and activities 
do we citizens want our government to 
perform, and how much are we willing to 
pay for them? A related question is, 
what functions are the states to per- 
form; for example, is the Federal Gov- 
ernment to subsidize municipal and state 
activities? 

Second, how can we best encourage, 
through our tax system, the kind of 
business and social life that we want? 
Taxes have become a major factor in 
determining the form and character of 
investment, of business: transactions gen- 
erally, and of family settlements and ar- 
rangements. Some useful devices, like 
revocable trusts, have been outlawed; 
others, like insurance, are both encour- 
aged and discouraged. Doing business in 
corporate form is discouraged by a form 
of double taxation, as compared with in- 
dividual or partnership business. Corpo- 
rate financing by means of equity securi- 
ties is similarly discouraged, while debt 
financing is sanctioned—though the 
S. E. C. takes a contrary position. Cer- 
tainly all these impacts of the federal 


From address at the 12th Annual Meeting, Con- 
trollers Institute of America, September 21st. 


tax system should be reviewed. But fun- 
damentally Congress must consider 
whether the post-war tax system fosters 
those incentives to business activity 
which a healthy economy requires. Can 
business men afford to take risks, to un- 
dertake new enterprises, or does the tax * 
system load the dice in favor of three 
per cent bonds and safety? 

After the war, we will have in our 
hands a vastly increased productive 
capacity, and a multitude of inventions 
and developments fairly pleading to be 
exploited. We will have an enormous 
army of workers, more than we ever em- 
ployed in peace times. We will have, at 
home and abroad, a great consumer de- 
mand. Even a Treasury fiscal expert 
will aspire to devise a tax system which, 
while producing the very large amounts 
which the Government will require, will 
also encourage an expanding economy, 
with the full employment and general 
well-being which are its fruits, 


Inescapable Annual Expenditures 


Average federal budgetary expendi- 
tures for the first post-war decade will 
run about $20,000,000,000, based upon as- 
sumptions that :(1) major United States 
military operations in Europe will end 
by the third quarter of 1944, and those 
in the Pacific by the third quarter of 


1945; (2) new large-scale shifts from 
privately-owned enterprise to publicly- 
owned enterprise will not occur; and (3) 
the United States price level will average 
close to that of 1942. 

After the war, citizens and voters will 
not want to continue government any 
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longer than necessary in the role of a 
senior partner who takes the lion’s share 
of business and individual earnings. 
Hence thoughtful students expect a very 
material reduction in the levels of expen- 
ditures reached during the war. On the 
other hand, we have certain inescapable 
expenses, which, reduced as much as pos- 
sible, will still total materially more than 
before the war. Interest on the public 
debt, the cost of the military and civil es- 
tablishment, veterans’ pensions, aids to 
agriculture, and social security are prin- 
cipal items. The latter may bulk large, 
unless business activity provides a high 
degree of employment. 

In fiscal 1914, the Federal Government 
spent about $1 billion; it spent $4 billion 
in fiscal 1924. In 1939, the National 
Government spent $8,707,000,000. In- 
creased interest and military expendi- 
tures alone after World War II may ex- 
ceed this figure. Total expenditures at 
an average of $20,000,000,000 are there- 
fore reasonably to be anticipated and 
probably can be held about this figure. It 
is fair to assume that the States and lo- 
calities will wish to play a larger part 
than their recent declining role, and that 
taxpayers’ organizations will seek corre- 
sponding reductions in the federal bud- 
get. The projected figure provides for a 
considerably increased military establish- 
ment, more veterans’ pensions, and agri- 
cultural benefits and social security pro- 
visions at somewhat over current rates. 
Each of these major items of expenditure 
might be materially increased (and some 
might be diminished). There will be 
strong general pressure, however, to re- 
duce taxes, to reduce total expenditures, 
and to balance the budget. 


What Kind of Taxes? 


The principal federal taxes of the post- 
war decade will probably be individual 
and corporate income taxes, special ex- 
cises on liquor, tobacco, gasoline and oth- 
er commodities regarded as luxuries, es- 
tate and gift taxes, and social security 
taxes, and possibly a general sales tax, 
or at least a considerable variety of 
special excises. These were the major 
components of the federal tax system 
during the pre-war decade. A general 
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sales tax is a likely addition, and the war- 
time excess profits tax will probably be 
repealed. 

The income tax has steadily grown in 
importance. It will, no doubt, be modified 
but in all probability will still be used 
to raise more than half the needed rev- 
enue. It is very unlikely that liquor and 
tobacco excises will not continue. The 
gasoline tax might be yielded to the 
States, in whole or in part, as might some 
greater portion of estate and gift taxa- 
tion; or a system of state-federal tax co- 
ordination may call for collection of 
these taxes entirely by the Federal Gov- 
ernment, to be distributed partially to the 
States. The Federal Government, having 
utilized estate taxes for twenty-seven 
years and gift taxes and gasoline taxes 
for eleven to raise very substantial sums, 
is not at all likely to give them up entire- 
ly. There seems to be no demand for 
basic changes in the taxes employed to 
finance the social security structure; cur- 
rent discussions are of rates and scope. 


Excess Profits Tax 


The excess profits tax used in World 
War I was materially reduced in rates 
in 1919 and repealed in 1921, three years 
after its close. The present excess pro- 
fits tax, a much more complicated affair, 
is certainly no more popular with tax- 
payers than its predecessor. It has num- 
erous demonstrable failings: its discrim- 
inatory operation in cases of competing 
businesses; its failure to distinguish ade- 
quately between excessive profits and 
normal profits; the enormous difficulty 
of determining invested capital—to name 
only a few. 

The recognized inequities in the basic 
structure of the law have led to enact- 
ment of sweeping relief provisions, which 
make administration an almost impos- 
sible job. Although the idea of a special 
tax on excessive profits has many adher- 
ents, tax experts are agreed upon the 
great difficulty of constructing a fair and 
workable law and few would fight to re- 
tain the present tax. The income tax 
would be left as the sole major federal 
impost on corporations generally. 

Twenty billions of revenue could be 
raised by these principal taxes in ap- 
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proximately the following proportions: 
(a) individual income, $8; (b) corpora- 
tion income, $4.4; (c) estate and gift, 
$1; (d) liquor, $1.5; (e) tobacco, $1; 
(f) miscellaneous excises and/or general 
sales, $4.1; social security $1.2 to $2.4. 


Possible Structure 


The tax structure would be roughly as 
follows: 

(a) Individual income tax rates ap- 
proximating those imposed on 1942 in- 
come, but modified in several particulars. 
A normal tax of 20-25 per cent would be 
collected at the source on wages and sal- 
aries. Limited credits would be allowed 
for savings in the form of insurance 
premiums, debt repayment, etc. The in- 
dividual stockholder would also receive 
credit for the taxes paid by the corpora- 
tion on the dividends he received. 

(b) A corporation tax of 24-40 per 
cent. The aim would be to levy the tax 
at approximately the same rate as the 
normal individual income tax, but since 
for years the rate has been higher, the 
change would probably not be accom- 
plished at once. There seems to be gen- 
eral agreement that present corporate 
tax rates are at a peak, and that substan- 
tial reductions should be made after the 
war. 

The rates of individual and corporate 
income taxes will be materially affected, 
of course, by the level of business activ- 
ity. In view of the excess savings and 
unsatisfied demands of consumers during 
the war period, and the generally in- 
creasing trend in the gross national pro- 
ductivity, it is reasonable to assume com- 
paratively good business. If corporate 
earnings were sufficiently high, a 20-30 
per cent tax rate might prevail. A 40 
per cent rate is perhaps a little higher 
than the average will be for the post-war 
decade. 

(c) Estate and gift taxes ought to be 
coordinated into a single transfer tax. 
No tax should be laid on transfers be- 
tween husband and wife. Not much 
change in present rates or exemptions 
is likely. 

(d), (e) and (f) Liquor and tobacco 
taxes will probably be levied more or less 
at present rates. No important change 
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is contemplated in presently imposed ex- 
cises. A general retail sales tax at a 5 
per cent rate might be levied in addition 
to or in substitution for the existing sales 
taxes. 


Employment, Expansion and Investment 


During the war, when our civilization 
is at stake, individuals and the corpora- 
tions they own are willing to make any 
sacrifice to provide the Treasury with the 
sinews of war. When the war is over, 
however, we must devote much more at- 
tention to the effect of taxes upon the 
economy; and the impact of the indivi- 
dual forms of taxes upon various kinds 
of business and social activities. There 
are many instances in which our tax 
structure, which like Topsy has “just 
growed,” opposes accepted governmental 
policy as manifested by other regulatory 
devices. 

The major need after the war is full 
employment. Most of us would prefer to 
see private industry do the job. 

To activate the business machine and 
convert the war plants to peace-time pro- 
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duction, a great deal of new investment 
will be needed. Some of the great corpo- 
rations have surplus and reserves ade- 
quate for the purpose; many have not. 
No doubt government will supply some 
capital, but much should and will come 
from the private investor. To attract in- 
vestment in the corporations which con- 
duct our major business enterprises, 
corporate taxes must be demonstrably 
fair, and permit a reasonable return to 
private investors and provide adequate 
deductions for losses. 


The greatest present brake on corpo- 
rate enterprise is the excess profits tax. 
In general, the well-established corpora- 
tion is apt to be less heavily burdened 
than its young and growing competitor; 
corporations exploiting new inventions 
and developments are particularly hard 
hit. The general relief provisions, if in- 
telligently and generously administered, 
can assist greatly in eliminating hard- 
ships, but the task of passing upon thou- 
sands of applications for relief will be 
enormous, and will not be completed for 
years, and in its general operation this 
tax is complicated, cumbersome and un- 
fair. Hence its repeal is the first step in 
fostering sound business activity and de- 
velopment after the war. Fortunately, a 
number of congressional leaders have 
come to this conclusion already. 


Double Taxation of Risk Enterprise 


The second major inequity in corporate 
taxation is the double taxation of corpo- 
rate distributions—once to the corpora- 
tion as its income, and again to the stock- 
holder when he receives the dividend. 
There is no similar double taxation of the 
income of a business run by an individual 
or a partnership, nor of salaries and 
wages, nor of the interest on corporate 
or individual notes or bonds. Corporate 
rates of taxation are now, and may con- 
tinue to be, so high that this tax pro- 
vision is seriously objectionable. It 
makes the establishment and growth of 
small corporations particularly expensive 
and uneconomical. But after the war we 
want to encourage the establishment and 
growth of new enterprises. We need to 
get back to the plan we used prior to 
1936. Subject corporations and indivi- 
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duals to a like normal tax; let dividends 
bear the usual individual surtaxes but 
don’t subject dividends to a second nor- 
mal tax, when individuals receive them. 


As a nation, we would be better served 
with a high level of business activity 
and lower tax rates than with moderate 
business activity and high rates. Perhaps 
neither corporate nor individual rates can 
ever be brought down to pre-war levels. 
Congress might well experiment, how- 
ever, with rates much reduced from pres- 
ent heights. More important, perhaps, 
would be executive and legislative as- 
surance that we are no longer involved 
in a spiral of increasing taxes and admin- 
istrative provisions of increasing sever- 
ity; that business can plan on the basis 
of rates and provisions established for a 
reasonable term of years. 


Changes to Encourage Savings 


I have not attempted to discuss the 
changes which need to be made in the in- 
dividual tax structure. One which is per- 
tinent to this discussion is the formula- 
tion of credit provisions and tax provis- 
ions which will enable and encourage in- 
dividuals to save, to provide for their 
own security, and incidentally for that 
flow of new capital which an expanding 
economy will require. High surtaxes and 
high estate tax rates have made the ac- 
cumulation of an estate of any size al- 
most impossible. It is still important to 
our economy that citizens be encouraged 
to carry their own insurance and to build 
up their own savings funds that during 
their lives will provide life-blood for 
business, and after their deaths will take 
care of their dependents. This is certain- 
ly one of the freedoms that we are fight- 
ing for. 


It is fortunate that legislators and lay- 
men alike recognize the leading role the 
tax system plays, not only in draining 
our pocketbooks, but in regulating day- 
by-day transactions in business and fam- 
ily life. But as taxes may veto trans- 
actions and destroy incentive, they can 
also be used to foster the business activ- 
ity we desire. To impose them intelli- 
gently to this end is the great problem of 
the post-war decade. 
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OUR SAVINGS SUPPLY 


HAROLD G. MOULTON 
President, The Brookings Institution, Washington 


N the decade of the twenties the pro- 

portion of the national income set 
aside for money savings was excessive 
under the conditions prevailing. But 
that pattern no longer exists. We have 
had, in fact, a veritable revolution in the 
distribution of national income. The 
lowest income groups, both urban and 
rural, have been assisted by relief pay- 
ments of various kinds. Farmers have 
been subsidized, wage rates have been 
progressively increased, and a program 
of social security and old age benefits has 
been established. At the upper level, 
profits have declined somewhat, and sal- 
ary and bonus payments have been ap- 
preciably restricted. 

In consequence of these developments 
both the aggregate volume of money sav- 
ings and the percentage of the national in- 
come directed to savings channels have been 
materially reduced. Department of Com- 
merce figures show a decrease in the ratio 
of private savings to national income 
from about 12 per cent in 1929 to an aver- 
age of roughly 7.5 per cent in the four- 
year period 1936-39. 

It is necessary to emphasize this great 
reversal of trend, because most people have 
a tendency to assume that economic laws 
or relationships remain more or less per- 
manent. Economic tides flow and _ ebb; 
realism requires that we keep our thinking 
constantly abreast of changing conditions. 


No Plethora of Savings 


Reconversion and rehabilitation require- 
ments, the expansion of old industries, and 
the development of new ones will absorb— 
assuming we can again achieve a stable 
and healthy economic situation—a great 
volume of investment capital for many 
years to come. 

But there is little reason for believing 
that the supply of money savings will ex- 
ceed the demand. The war will be followed 
by much higher levels of taxation than be- 
fore, and taxation eats directly into sav- 
ings funds. There seems little likelihood 
indeed that the available savings of the 
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higher income classes will be remotely com- 
parable to what they have been in former 
times. As someone has remarked: “The 
only way a rich man these days can save 
anything is by dying soon.” 

While per capita income may be appre- 
ciably higher than before the war, it 
doesn’t follow that as large a proportion 
as formerly will be available for savings. 
The salaried classes and widows and di- 
vorcees living on fixed incomes will find 
their saving power reduced by the combina- 
tion of higher prices and higher taxes. 
These groups, which have long contributed 
an important part of the funds assembled 
by savings institutions, will save less in the 
future. The wage earning groups may 
have higher incomes, but the tax levies 
may well absorb a substantial part of the 
gain. 

The moral is that fears that savings will 
continue to be excessive may well be for- 
gotten. From the general economic point 
of view, as well as from the point of view 
of the individual saver, thrift will be of 
the greatest importance in the years ahead. 


As we look forwzrd to the postwar world, 
therefore, savings institutions may hope to 
play a role of great importance. They may 
serve the interests of the individuals whose 
savings they manage and at the same time 
further the economic growth of the country. 


No Substitute for Fiscal Stability 


The doctrine has developed that the 
growth of the public debt is of little, if any, 
moment, and that it is unnecessary for us 
to be concerned about the unbalanced bud- 
get. Those who adhere to this conception 
have a simple panacea with which to solve 
the problems of the postwar world: to con- 
tinue public expenditures on whatever plane 
is necessary to achieve full employment. 

The rock on which savings and invest- 
ment rest is financial stability which de- 
pends primarily upon the maintenance, by 
the federal government, of a stable fiscal 
and monetary system. 

It will be impossible in the long run to 
prevent progressive price inflation unless 
we can check the growth of the public debt. 
That is to say, inflation could not be pre- 
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vented without a complete regimentation 
of the national economy. 

If savings bankers are to be in a position 
to advise customers, actual and potential, 
that a savings account is one of the best 
means of achieving economic security, they 
must of necessity have assurance that this 
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country will again achieve and maintain a 
high degree of financial and price stability. 

It is incumbent upon all those who are 
concerned with the problems of savings and 
investment to bring every possible influ- 
ence to bear in favor of sound policies in 
the realm of public finance. 


THE DEBT — WHOSE RESPONSIBILITY? 


ROBERT STRICKLAND 
President, Trust Company of Georgia, Atlanta 


VERY citizen for a century to come 

will share the consequences of our 
war debt and it is therefore a high duty 
of the American Bankers Association to 
promote discussion of the debt and its 
attendant problems and to advance, and 
to disseminate in simple form, plans to 
meet them. The traditional responsibil- 
ity of bankers is to invest in sound obli- 
gations, and to safeguard the funds of 
their customers. To these duties we must 
now add that of wise counsel to create a 
sound economic atmosphere for our na- 
tion’s future. We must aid in bringing 
home to every American an understand- 
ing of what this debt means in future 
American life. 


Our Congress has appropriated 330 bil- 
lion dollars for war. To June 30 we had 
spent 110 billion. If taxes are increased 
to % of our national income we should 
raise near 50 billion in the fiscal year 1944- 
45, reducing borrowed funds to less than 
60 billion for that fiscal year, and leaving 
us owing about 250 billion at July 1, 1945. 
To this must be added war ending costs— 
the stabilization of liberated nations, the 
costs of gradual demobilization, reconver- 
sion of industry, of termination and ad- 
justment of cancelled war contracts—a pure 
guess of 50 billion more. Yet for fear we 
shall have too little debt we are to have 
a program of post-war construction of non- 
revenue producing public works, and world 
rehabilitation from the endless coffers of 
rich America—the coffers of continued bor- 
rowing. 

Proponents of ‘prosperity thru debt’ tell 
us that there is no debt because we owe it 


From address before 
Assn. Convention. 


1943. American Bankers 


to ourselves. This doctrine can only be 
supported by the collectivist theory that 
all property belongs to the State, and that 
the State has no obligation to repay what 
it takes from its subjects. With more than 
one third of our citizens as direct owners 
of Government obligations, and countless 
other million indirect owners as holders of 
life insurance policies, of bank deposits, 
and other evidences of participation and 
ownership, there should be no misunder- 
standing that the debt is a debt—to be 
renewed, extended, and refunded from time 
to time, as the needs of our Government 
require but also to be regularly reduced 
and ultimately paid. It is not reassuring 
to hear of a highly-placed Government econ- 
omist, on being asked as to any plans being 
formed to retire the debt, replying “I have 
never even heard the matter discussed.” 

More work, greater production, high pay 
to the efficient thru incentive plans; low- 
ered costs and prices, wider distribution 
of goods; economy and thrift by govern- 
ment and citizens alike; sustained profits 
and industrial expansion from earnings; 
balanced budgets, decreased borrowings and 
debt payment—these alone can maintain a 
sound standard of living and pay our na- 
tional debt; these alone can guarantee a 
continuation of a democratic form of gov- 
ernment for our nation; these alone will 
enable us to meet our international responsi- 
bilities. 

Such a program will mean a lessened re- 
turn for capital in keeping with the low 
money rates which the service and retire- 
ment of the huge debt requires. 


Certainly the debt can be paid. The re- 
sources and energies of the American peo- 
ple, directed into channels of full produc- 
tion, guarantee that ability. It will call 
for a renewed valuation of the dignity of 
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labor; a revived thrift and economy. Pro- 
duction, not profits, must come first. Profits 
in plenty for capital, management and labor 
alike will follow “as the night the day.” 


It will require that no politician be al- 
lowed to defraud the rank and file of Amer- 
ican citizens by tampering with the in- 
tegrity of our national obligations, or by 
devices to control production, prices or pur- 
chasing power a single day beyond the pe- 
riod required to reconvert industry to peace- 
time production. 


It will mean that we shall have the sub- 
stance and not merely the form of democ- 
racy in all of our relations, labor organiza- 
-tions included. 


It will require a re-examination and sim- 
plifying of our system of taxation, if Gov- 
ernment is to receive adequate revenues. 
Business and wealth will have lost their 
capacity to produce taxes if our present 
confiscatory rates of income and inheritance 
taxes continue to destroy the power to earn, 
and necessitate the virtual liquidation of 
growing enterprises in each generation. It 
is likely that only a gross transactions, or 
sales tax on the transfer of all goods and 
services will produce adequate revenues 
and not destroy the tax creating ability of 
industry as will a continuance of con- 
fiseatory income taxes into the post-war 
period. Such a tax might well be by 
statute allocated first to debt service and 
retirement. 


It will mean that Government must cease 
to persecute. The Securities and Exchange 
Commission must simplify its procedures, 
abandon its inquisitorial methods, and pur- 
sue courses which will attract venture cap- 
ital, without permitting fraud. The Na- 
tional Labor Boards must become judicial 
bodies, without prejudice to employer or 
employee. 

Federal procedures should be simplified, 
and hundreds of thousands of unnecessary 
Government workers be released for pro- 
ductive labor in private industry. It will 
mean freeing all Government bureaus from 
the dominance of pressure groups. 

A credit analysis summary of the United 
States might well run—capital, adequate, 
but needing careful husbanding in view of 
our debts, both public and private, earning 
record, spotty; financial management, poor. 
Capacity — splendid; character — funda- 
mentally sound, but not yet alert to com- 
mon danger. Prospects,—under better man- 
agement,—excellent. 

In the midst of a plethora of post-war 
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planning for spending and borrowing the 
authoritative voice of the American Bankers 
Assn. must be raised for earning, saving 
and paying. If the United States cannot 
plan for the preservation and solvency of 
its own post-war economy, it cannot pre- 
tend to assume the salvation of the world. 

In discharge of its longer term duty the 
Association should now establish, under the 
guidance of its Economic Policy Commis- 
sion, a suitable staff to prepare, publish and 
submit to the Treasury Department, and 
to the proper Committees of Congress, con- 
tinuing studies and recommendations con- 
cerning the fiscal problems of the United 
States for a period of years. Such pro- 
cedure will afford opportunity to seek co- 
operative collaboration with constructive 
leadership in the fields of industrial produc- 
tion, general business, agriculture, life in- 
surance, investment banking, and organ- 
ized labor and, finally, will necessitate a 
study of present and alternative systems of 
taxation and budgetary control of Govern- 
ment. 


Banking cannot be content to serve only 
as opponents of current destructive trends, 
but must become active, constructive pro- 
ponents of a revised, sound fiscal program, 
or abdicate financial leadership. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


STATEMENT OF CONDITION, SEPTEMBER 30, 1943 


RESOURCES 


Cash and Due from Banks... . . . $ 833,532,898.41 

U. S. Government Obligations, direct ont fully 
guaranteed. . . . orev vw « « « eee 
State and Municipal Sesutlibes a ee ee ee 91,010,594.89 
Stock of Federal Reserve Bank. . . ..... 6,660,000.00 
Other Securities . . . a 87,663,336.90 
Loans, Discounts and Denhvens’ Access . a 894,755,090.71 
Es 6 sw + 6 eee He oe 35,992,986.34 
ee 2 6, ke ee woe ek 5,397,350.00 
Mortgages. . . a ee oe a a 7,009,580.15 
Customers’ Avepeenee Lishilicy 4 PO Se oS 4,114,156.38 
I a ig as ae ie aan ge ag he gk kn ee 17,497,639.85 
$4,740,068,560.27 








Capital Funds: LIABILITIES 


Capital Stock. . . . . . . $100,270,000.00 
Surplus. . . . . « « «  121,730,000.00 
Undivided Profits silt cape. 2 43,306,020.40 
$ 265,306,020.40 
Reserve for Contingencies . ....... . 12,916,020.79 
Reserve for Taxes, Interest, etc... . . . . ... 5,141,118.45 
Deposits .. . ca ks « a en £2 
Acceptances Qumniing . ~ « « § 7,436,707.30 
Less Amount in Portfolic : oS 2,649,947.87 4,788,759.43 
Liability as Endorser on Acceptances and Foreign 
ana ae ie ow ke et we fa ek a a 65,882.09 
RE 8,852,144.92 
$4,740,068,560.27 








United States Government and other securities carried at $1,190,633,842.50 are pledged 
to secure U. S. Government War Loan Deposits of $1,032,061,238.23 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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INTERNATIONAL MONETARY PLANS AND PROSPERITY 


HONORABLE ROBERT HENRY BRAND 
Managing Director, Lazard Brothers & Company 


URING the war our peoples have 

had full employment and high 
wages. After it they will not be content 
with less without a very great struggle. 
Full employment under war conditions 
could not be very long maintained; it is 
only secured at the expense of the grad- 
ual deterioration of a nation’s capital, 
and of sacrifices on the part of the popu- 
lation which in peace time they would 
not endure . But it can be retorted that 
the war has at least shown how im- 
mensely national production can be in- 
creased, if only there is an assured mar- 
ket. 

An internal market for a country’s pro- 
ductive capacity can be found by enabling 
each consumer to obtain what he requires 
for as high a standard of living as the 
possibilities of production coupled with 
its foreign trade allow. And by “obtain” 
I mean “earn” by work profitable to the 
community and not by charity. That is 
the crux of the whole problem. In war- 
time the government is the market—it 
does not have to earn the means to buy, 
it takes it through taxation and loans. In 
peace time the wants of millions of con- 
sumers make the market. Must the prob- 
lem be solved by the state deciding what 
the consumer wants and then by state 
enterprise doing its utmost to see that 
that amount is produced and distributed 
—or can we solve the puzzle through pri- 
vate enterprise? 

A similar question arises in the ex- 
ternal sphere. How can a nation with 
productive power on the one hand and 
wants which can only be fulfilled from 
abroad on the other, be enabled to buy 
what it wants by selling to other nations 
what they want and what it can produce 
more efficiently and more easily than they 
can? The great benefits of international 
trade could be greatly increased, if we 


Excerpts from address before American Bank- 
ers Assn. 1943 convention. Mr. Brand, who is 
also chairman of the North British & Mercantile 
Insurance Co. Ltd., is now in the United States 
as chairman of the British Food Mission. 


could only devise the framework in which 
such trade could prosper. This is not a 
matter of charity but is to be solved by 
the exchange of goods and services, at 
bottom by bilateral or multilateral bar- 
ter. The exporting country may decide 
it will balance its position by importing 
gold, or of course it may lend its exports 
over a long period. But only by import- 
ing can it receive interest and redemp- 
tion payments, and if it does not receive 
these it will not go on lending. 


Conditions for Business Equilibrium 


While there is no single or easy solu- 
tion, it is not difficult to indicate certain 
conditions without which these problems 
cannot be solved. 


First, the world must be really at peace 
and have confidence in the long term out- 
look; political insecurity undermines con- 
fidence and subjects enterprise to risks 
which are incalculable and beyond the 
capacity of any but governments to bear. 

Second, something like internal stabil- 
ity, whether of production, employment, 
prices, relation between supply and de- 
mand, and other economic conditions, 
shall be maintained in the great indus- 
trial and trading countries. 

Third, stability of exchanges among 
these nations shall be maintained. 


Stability and equilibrium in this world 
of endless change are of course relative. 
Nevertheless the immensely injurious ef- 
fects of their opposites in the form of in- 
flation and, perhaps still worse, deflation, 
booms and slumps, trade cycles, fluctuat- 
ing exchanges and so on, are obvious to 
every one. 


In connection with internal stability 
we shall have a very large purchasing 
power in relation to the level of con- 
trolled prices and at first a very intense 
demand. If all the gates are opened and 
all controls lifted, there is likely to be a 
great inflationary rise of prices at once 
and a temporary boom. As demand dim- 
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inishes, that boom may collapse with dis- 
astrous results. And yet, with millions 
of men and women seeking new work, a 
slowly diminishing control and a more 
moderate expansion may be exceedingly 
difficult politically to enforce, particular- 
ly since it will be imperative that the 
demobilized population shall be quickly 
absorbed. 

To feed hungry occupied nations in the 
next few years we must necessarily step 
up agricultural production everywhere in 
reach. But when peace returns these 
hungry nations will at once set about 
with zeal producing once more the nor- 
mal amount of their own foodstuffs. 
Thus scarcity in certain directions might 
before long turn into superfluity. 


Many nations have been upheld by 
lend-lease and mutual aid in order that 
they shall put forward their utmost ef- 
forts as belligerents. Immediately to ad- 
just themselves so that they can meet out 
of their own exports, which may have 
dwindled to practically nothing, their ab- 
solutely minimum import needs to main- 
tain their livelihood will be impossible. 
They must necessarily be given a little 
time to turn round, if chaos is to be 
avoided. 


Money Plans Not Enough 


No international monetary schemes 
can be successful, except as a part of a 
much larger policy designed as a whole 
to secure normal stability in the most 
important countries. For since they aim 
by means of stabilizing exchanges in re- 
lation to one another in binding nations 
together, just as the gold standard did, 
so the economic changes in one nation 
will be transmitted to all the rest, and 
since the United States is so much the 
most powerful nation economically its 
ups and downs will affect us all. 

It is as a contribution towards solving 
the world’s external monetary arrange- 
ments that the British, American, and 
Canadian governments have _ recently 
published certain plans for a clearing 
union, a stabilization fund and the like. 

Even supposing the first wholly ab- 
normal post-war period is safely past, 
we shall face a world in which few coun- 
tries have many or any liquid reserves 
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representing an internationally accept- 
able means of payment. With its im- 
mense gold stock and strong creditor 
position the United States will of course 
represent the one country of impregnable 
liquidity. There will be others which 
produce gold and which will have to that 
extent an acceptable international means 
of payment, so long as the U. S. Treas- 
ury continues to buy gold at a fixed price. 
There may be others, such as some oc- 
cupied countries, which will also have 
retained reserves of gold or dollars, but 
the great bulk of countries, including the 
United Kingdom, will have quite insuffi- 
cient international reserves. 


Short and Long-Term Credits 


A truly flourishing international trade 
requires stable exchanges; stable ex- 
changes require that each nation shall 
have sufficient liquid reserves to protect 
its position through seasonal or cyclical 
fluctuations. Moreover, international 
trade will flourish best under conditions 
of freedom and_ non-discrimination. 
Every one agrees that multilateral trade 
is immensely to be preferred to bilateral 
clearing arrangements, bilateral com- 
pensation, multiple currency devices, 
blocked accounts and so on. But nations 
do not adopt and develop these methods 
because they like them or want to dam- 
age other nations, but because they feel 
forced to adopt them when they have no 
reserves, no means left to both maintain 
their exchanges and develop their foreign 
trade except by methods approximate to 
barter. 


International buying and selling is 
never absolutely balanced. Temporary 
deficits which liquidate themselves are 
financed by the mechanism of short term 
banking credits. On the other hand, 
when the deficit is more permanent—.g., 
to meet requirements of a rapidly devel- 
oping country—long term loans from the 
surplus countries are necessary. 


Expansionist countries must be able to 
rely on some international system of 
credit which will allow also of expansion 
in other countries so that the increase in 
their imports from the world will be 
quickly balanced by the increase of their 
exports to the world, and so that mean- 
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while they will possess liquid reserves to 
finance their imports for the time being. 
Monetary plans provide only a starting 
point. If nothing like equilibrium be- 
tween countries can be achieved and if, 
even after taking into account interna- 
tional lending, some countries remain 
permanently in debit and others similar- 
ly, of course, permanently in credit, there 
is no reason why the creditor country or 
countries should not absorb all the in- 
ternational reserves provided by these 
plans. 


The Target of the Plans 


The pooling principle of the interna- 
tional currency plans rests on the as- 
sumption that equilibrium, and not sim- 
ply current account equilibrium, but 
equilibrium as a whole, including inter- 
national lending, is the target, and that 
for one country to have year in and year 
out a net surplus on its international 
transactions as a whole to obtain pay- 
ment for which it feels bound to press 
for the permanent transfer to it of other 
countries’ liquid international reserves, 
is as undesirable as it is for another 
country to have a permanent deficit. It 
would be immaterial with which country 
another country traded. 

One may define the underlying idea as 
being that deficits are not so much a sign 
of wrong doing, and surpluses a virtue, 
as they are evidence of different stages 
of development, or at this moment of 
time, of temporary poverty due to war 
sacrifices. It is true that countries like 
individuals can try to live beyond their 
means. What is aimed at in all these 
schemes is not only that the poorer coun- 
tries, while being helped, should be per- 
suaded to live within their means but 
that the surpluses of the creditor coun- 
tries should not be so used as to deprive 
the weaker countries of their liquid in- 
ternational resources but rather be so 
used as to render the whole world, in- 
cluding the stronger countries them- 
selves, more prosperous. The problem is 
twofold, not simply one of equilibrium 
on current account, including visible and 
invisible exports and imports, but is in- 
clusive of the whole question of inter- 
national lending and the use of surpluses 
for such long term lending. 
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Unless the capital and labor of a cred- 
itor country are already fully employed 
on internal production, and particularly 
in times of depression, an increase of ex- 
ports, even if it were to add to the credit- 
or country’s surplus in the books of the 
Clearing Union, would have important 
advantages of its own. Such exports 
would have employed labor and capital, 
which would not otherwise have been 
employed. But more than that, through 
the additional production fostered by the 
expenditure of wages of those making 
such increased exports, the cost of the 
gold received in payment would probably 
be exceeded two or three times over by 
the increase in national income. This 
advantage which has accrued in the past 
in respect to exports for which, for in- 
stance, you have taken in payment gold, 
would accrue equally through payment in 
an international currency. : 

We all get rich or poor together. As 
a great creditor the United States can, 
as an alternative to greater imports, 
make larger loans. There is room, when 
some nations are far more developed 
than others, for the richer nations to 
make long term loans to the poorer. But 
I regard it as generally more important 
to buy and sell than to borrow and lend. 

The borrowing country should see its 
way to make the loan sufficiently produc- 
tive to pay in normal circumstances in- 
terest and redemption, and this in turn 
means that the lending country should 
buy sufficient imports somewhere to en- 
able such payment to be made. Secondly, 
the stream of lending should not be sub- 
ject to too great variations: if a borrow- 
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ing country bases its whole economy on a 
large golden flow of lending and the flow 
is suddenly stopped, it is inevitably 
thrown into disastrous confusion. Wit- 
ness particularly the European and 
South American countries after 1929. 


What Alternative Have We? 


There have been suggestions that what 
is called a key-country approach would be 
simple and more reasonable than an in- 
ternational monetary agreement. By 
that, as I understand, is meant some 
stabilization agreement limited perhaps 
to the dollar and the pound sterling. I 
think that too narrow a conception for 
present circumstances, though better 
than a mass of purely bilateral arrange- 
ments. A purely Anglo-American stabili- 
zation would leave out the great continent 
of Europe, which without Russia contains 
350 million people and which has an in- 
ternational trade greater than that of 
Great Britain and the United States to- 
gether. That this great continent should 
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be saved from the fate which overtook it 
after the last war is perhaps the most 
important aim of post-war statesman- 
ship. It remains of the highest impor- 
tance that thereafter the countries of 
Europe should share in the benefits and 
responsibilities of any international 
scheme. The world’s peace depends more 
than anything else on Europe returning 
as soon as may be to conditions in which 
stability, employment, and a reasonable 
standard of subsistence make life toler- 
able. We must not force these countries 
into bilateralism and blocked exchanges, 
still less with huge unemployment and 
revolution. 

The object is not to relieve debtor na- 
tions from paying their debts, but to en- 
able them to pay in the only possible way 
in which they can pay: by an increase of 
their foreign trade, and to facilitate em- 
ployment in all countries by the exchange 
of goods. Employment and an increase 
of living standards we must all secure 
at our peril. 
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REQUISITES OF MONETARY STABILIZATION 


Digest of report by A.B.A. Economic Policy Commission 


O country can maintain a stable cur- 

rency unless its internal economy is 
in order—its budget under control, its 
price level reasonably stable and its ex- 
ternal payments and receipts well bal- 
anced. Of the tentative currency stabili- 
zation programs announced by the Amer- 
ican and British Treasuries the Keynes 
plan is the more ambitious and its pro- 
visions for making loans would set up 
vast and highly inflationary credit facili- 
ties. The effect would be particularly in- 
flationary in the United States by caus- 
ing an expansion of Federal Reserve 
credit. The White plan would involve 
less danger as the sums available would 
be much smaller and provisions for lend- 
ing appear to be more safeguarded. 

Some international institution is desirable 
to help nations in stabilizing their curren- 
cies, to provide a meeting place for the dis- 
cussion of monetary questions, to collect in- 
formation which is a necessary basis for 
sound discussions and to make some ar- 
rangements for stabilization credits in cases 
where they are justified, or for temporary, 
seasonal or emergency credits with provision 
for early liquidation. Whether the needs 
would be best met by modifications in the 
structure of the Bank for International Set- 
tlements or by the establishment of a new 
institution is a question which should be 
fully explored. 

Credits granted by such an agency should 
be extended in accordance with proven 
standards, based on the merits of the indi- 
vidual case and conditioned on adequate com- 
mitments by the debtor. They should be 
temporary and made at a fair rate of in- 
terest. A system of quotas or shares in a 
pool is unsound in principle and raises 
hopes that cannot be realized. Any system 
which attempts to determine in advance the 
credit needs and credit worthiness of each 
country is impracticable. 

Basically, stable money is possible only 
with stable national economies. Regardless 
of the standards adopted, or the organiza- 
tion set up, some strong currency must in 
fact be the main steadying influence. So 
far as can now be foreseen the foundation 
currency must be the dollar with definite 
rates between it and the pound sterling. 


Once the values of the dollar and the pound 
are determined others will follow. 

However, the United States cannot suc- 
cessfully promote international monetary 
stability without making determined efforts 
to put its own affairs in order by balancing 
its budget and checking inflationary influ- 
ences. Confidence in the dollar would be 
further enhanced by a clear cut policy mak- 
ing the dollar redeemable in gold, in for- 
eign trade, with no deviation from the pres- 
ent value. 

To remove obstacles and set free the 
pent-up forces of enterprise calls for action 
toward seven objectives. 


. Relief. 

. Prompt peace. 

. Collective security to prevent war. 

. Monetary stability. 

. Lower trade barriers. 

. Reducing the swings of the business 
cycle. 

7. Making credit and capital available— 
given a reasonable degree of security, pri- 
vate capital is ready to supply much of the 
international short-term financing and long- 
term investment needed. Some use of gov- 
ernment credit may be necessary; but in- 
ternational credits should be made for sound 
purposes, in reasonable amounts and with 
expectation of repayment. 


‘0: 


Warns on Government 
in Banking 


The possibility of a short but pronounced 
depression in the post-war period should be 
guarded against by liquidity in bank invest- 
ment portfolios, according to Dr. Marcus 
Nadler of New York University. Speaking 
at the 69th A. B. A. annual convention, he 
suggested strengthening of mortgage posi- 
tion, liquidation of real estate, and doubtful 
assets as far as possible, and gearing gov- 
ernment holdings to increased deposits and 
future movements. He warned against 
banks holding too large a proportion of the 
public debt lest it lead to recommendation 
of the 100% reserve banking plan and thus 
the establishment of a government-owned 
banking system. Likewise, large-scale per- 
petuation of V loans would tend to destroy 
the function of banks. 
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Guaranty Trust Company of New York 


140 Broadway 
Fifth Ave. at 44th St. Madison Ave. at 60th St. 


London: 11 Birchin Lane, E. C. 3; Bush House, W. C. 2 


Condensed Statement of Condition, September 30, 1943 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 
De Geek Mee Sie MOEINOUS ............- 20-2. 25.222- 2220s .ncenl cece nc-e eee $ 494,733,323.07 
U. S. Gawermment Oblientions -...........:.......-.--2.22c0.ccccccccee--ecc0n-00-ee 1,896,444,734.28 
Daan eee eeee TF WPOMNECE q......-...--.2-.....2----2nccsccccccacticionscaccecnccsces. GEG TOasaa dS 
as casey ccwninewinel $ 59,806,055.97 
Stock of the Federal Reserve Bank 7,800,000.00 
Other Securities and Obligations _.................. 22,158,361.78 
Credits Granted on Acceptances -................... 1,754,328.00 
Accrued Interest and Accounts Receivable ___. 12,571,328.31 
Real Estate Bonds and Mortgages _................. 1,657,203.68 
105,747,277.74 
Bank Buildings ; 10,358,192.19 
Other Real Estate 1,041,778.67 
EERIE TORS AS SSE ae ere eee ee $3,325,058,938.09 


LIABILITIES 


90,000,000.00 
Surplus Fund 170,000,000.00 
Undivided Profits 27,578,471.78 
Total Capital Funds $ 287,578,471.78 
Deposits $2,972,527,572.88 
Treasurer’s Checks Outstanding : 27,210,955.98 
Total Deposits Aas 2,999,738,528.86 
Federal Funds Purchased : 20,900,000.00 
Sp compre $ 3,376,603.76 
Less: Own Acceptances Held for Investment... 1,622,275.76 
$ 1,754,328.00 
Liability as Endorser on Acceptances 
oan wet nenennvnacoins 119,839.00 
Foreign Funds Borrowed 152,550.00 
Dividend Payable October 1, 1943 2,700,000.00 
Items in Transit with Foreign Branches and 
Net Difference in Balances between Various 
Offices Due to Different Statement Dates of 
Foreign Branches 1,352,921.26 
Miscellaneous Accounts Payable, 
Accrued Taxes, ete. -................ SO ee 10,762,299.19 
16,841,937.45 


Total Liabilities $3,325,058,938.09 


Securities carried at 3915,630,925.95 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public monies as required by law, and for other purposes. 


This Statement includes the resources and liabilities of the English Branches as of 


September 26, 1943, French Branches as of October 31, 1942, and Belgian Branch as of 
October 31, 1941, 


Member Federal Deposit Insurance Corporation 
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Notes from A. B. A. Convention 


LATIN-AMERICA 
DEVELOPMENTS 


J. C. ROVENSKY 
Vice President, Chase National Bank of New York 


HE countries south of the United 
States constitute the only part of the 
world which on balance will emerge bet- 
ter off at the end of the war than before. 
These countries offer a potential mar- 
ket for vast quantities of goods and they 
have been able to accumulate a substan- 
tial reserve of dollar balances. They 
will be more “U. S. dollarminded”’ after 
the war than ever before, although it is 
to be expected that as the markets of the 
world generally reopen, the natural trend 
will be for each country to expand its 
buying from those areas in which they 
are able to sell their products. 

In addition to these assets there will 
be an expansion of certain of their in- 
dustries, notably mining, rubber, fibres, 
and oils; greatly expanded trade with 
each other, and air transportation’s con- 
quest of distances and natural barriers. 

On the liability side of the ledger may 
be listed some minus items: 

1. Some remnants of Nazi influence 
here and there working hard to poison 
inter-American relations. 

2. Some degree of resentment over the 
inability of the United States to provide 
urgently needed materials during war- 
time. 

3. There will be in some countries 
great expectations of liberality from the 
United States. 

4. A number of unsolved defaulted debt 
situations. 

5. In some areas there will be a grow- 
ing nationalistic trend, a feeling of self- 
sufficiency, tending to induce restrictive 
legislation affecting immigration and 
activities of foreign companies. 

However, one can see at a glance that 
on the whole this balance sheet presents 
a very favorable picture. It is my opin- 
ion that in this attempt to take a frank 


and realistic look at the inter-American 
scene we may find many reasons for en- 
couragement and optimism. 

In the field of investment capital, in- 
volving stock participation and long 
term loans, the supply of accumulated 
local capital probably will be inadequate 
to meet the contemplated expansion in 
many of the countries. As a result, 
there will be a need for considerable out- 
side capital which is willing to make in- 
vestments on a long-term basis. 


The various types of financial opera- 
tions necessary may be divided into three 
general classifications: new enterprises 
which will be started by private busi- 
ness alone, financed with private funds; 
new projects, such as_ hydro-electric, 
financed by private capital but with some 
assistance from the United States or 
South American governments; and pro- 
jects, such as drainage and clearing of 
lands, where government financing alone 
would be necessary. 


MONETARY STABILIZATION 


LUIS G. LEGORRETA 
President, Mexican Bankers Association 


T would be expedient to select three 

fundamental points of the American 
and British monetary stabilization plans 
for initial experiments. 

(1) In the experiment there would be 
a clearing or center for liquidations, sim- 
ilar to the one proposed in the English 
plan and fundamentally the same as the 
stabilization fund foreseen by the Amer- 
ican plan, but with one basic difference. 
Instead of one clearing, there would be 
two, one for this continent, and the other 
for Europe, including possibly other Con- 
tinents. The reason is obvious: in this 
hemisphere we do not have the tremen- 
dous complications that other continents 
will have and, therefore, we need not be 
mixed with their particular problems, 
which can be better solved by the 
European clearing. 
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(2) The fixing of the quota or limit 
for overdrafts permitted to each country 
represented in the clearing might be in 
dollars, because all nations in this hemi- 
sphere are accustomed to final interna- 
tional liquidations in dollars. 

(3) The determination of the system 
of voting to be adopted in the ‘clearing- 
house with such voting as democratic as 
possible, more especially in the matter 
of the reduction or the reimbursement 
of the overdraft. This reduction should 
not be asked except by a majority of 
votes, simply computed by each country. 


WARTIME FINANCING IN 
CANADA 


Ss. G. DOBSON 


Vice President and General Manager of the 
Royal Bank of Canada 


HE Dominion’s expanding economy 

has been facilitated by taxing as far 
as possible but not to the point where 
further increase would only ruin its own 
purpose; by borrowing the savings of the 
general public under all sorts of pres- 
sures and to the last possible dollar ob- 
tainable by restricting inflation through 
the application of a whole series of price, 
wage and economic controls and ration- 
ing. 

Those responsible for Canada’s war 
finance have, from the outset, been con- 
vinced that at least 50 per cent of war 
costs should be provided by taxation, and 
the balance to the fullest possible extent 
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by borrowing from the public rather than 
from banks. 

Since the war began Canada floated 
six public issues, realizing $4,375 million. 
While deposits of the public declined fol- 
lowing each loan campaign, deposits 
of individual banks in each case were re- 
stored within a few months, and always 
prior to the succeeding loan. 

The intricate machinery necessary to 
float the various war loans has been put 
into motion with the help of the banks. 
They have gone so far as to write to 
every one of their depositors considered 
capable of buying even a $50 bond, urg- 
ing them to withdraw their money and 
put their savings to work in the nation’s 
war effort. 


The A.B.A. convention is further re- 
ported at pages 353, 381 and 393. 


Predicts Unprecedented Low 
Interest Rates 


Predicting that the post-war period will 
bring a market for a million homes a year 
to be built and marketed on modern “pack- 
aged-plans,” James Twohy, governor, Fed- 
eral Home Loan Bank System, told the 
Mortgage Bankers Association at its recent 
annual meeting that they would be financed 
“at a mortgage rate unprecedented in our 
history.” He said the savings and loan 
associations are preparing for the day when 
they can resume the financing of new homes 
for millions of would-be owners. Today 
these associations represent seven million 
savers and home owners who, in turn, re- 
present more than 20,000,000 Americans. 
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THE FUTURE OF INTEREST RATES 


BENJAMIN M. ANDERSON 
Professor of Economics, University of California, Los Angeles 


Digested from The Commercial & Financial Chronicle, August 26, 1943 


REVAILING interest rates are 

absurdly low in the light of all past 
experience. That the combination of de- 
mand deposits and money in circulation 
should more than double since 1939 with- 
out precipitating a dangerous “flight 
from the dollar,” is a phenomenon which 
few would have anticipated. Sooner or 
later rates of interest must rise. If the 
rapidly moving expansion of bank credit 
precipitates acute “inflationary” pheno- 
mena, rates of interest will rise radically. 
If the Federal Reserve authorities tight- 
en the money markets, and the Treasury 
pays rates of interest which will really 
attract investors’ money, the increase will 
be substantial but more moderate. The 
question of the amount in the increase 
of interest rates is primarily whether the 
Federal Reserve authorities and the 
Treasury pull up in time, or whether they 
pursue existing policies until their hands 
are forced and control of the situation 
becomes difficult. 

When bank credit is expanding as a sub- 
stitute for the savings of the people in 
financing war and destruction, and when 
the assets of the banks rest primarily on 
the future taxing power of the government, 
caution is obviously indicated. Excess here 
has been the typical breeder of “inflation” 
through all modern history. Usually it has 
been bank notes of central banks of issue. 
But deposits are also demand liabilities, 
and are also susceptible to abuse. 

Perspective on this is given by some com- 
parative figures. In the last war, between 
mid-April, 1917, and December 31, 1918, 
we expanded commercial bank credit in the 
United States by $5.8 billions in deposits 
and $7 billions in loans and investments. 
The government made interest rates on 
bonds which attracted the people’s money. 
The great bulk of the public debt was 
placed with the people rather than with the 
banks. This expansion of bank credit was 
adequate to win the war. 

From June 30, 1922 to mid-April, 1928, 
as the result of cheap money policies and 


of in-flowing gold, we expanded commercial 
bank credit in the United States by $13% 
billions in deposits and by $14% billions in 
loans and investments. The effect of this 
was to mask the underlying shortage of real 
capital. On a vast scale, we substituted 
bank expansion for savings, pulling down 
interest rates. We created a great deal of 
physical capital in the world, but we cre- 
ated also an unmanageable debt, which first 
generated the high interest rates of late 
1928 and 1929, and subsequently brought 
about the demoralization of 1931 and 1932. 

We are now expanding bank credit 
against government securities on a scale ° 
which makes the 1922-28 episode look very 
modest, and we are maintaining absurdly 
low interest rates while we do this. 

I have heard the view expressed that we 
now have new techniques which make this 
safe. I see very little in the way of new 
techniques. I see rather an altogether ex- 
aggerated employment of old techniques. 

The Federal Reserve banks have bought 
government securities in terms of billions, 
replenishing the reserves of member banks 
and permitting them to expand credit at 
low rates of interest against government 
securities. This is no new technique, but 
the vast scale of its use makes one ponder. 
I believe that there is no validity at all in 
the contention that new techniques have 
made the abuse of bank credit safe. 

The ratio of total reserves of the Federal 
Reserve banks to note and deposit liabilities 
combined stood at 90.4% in April 1942 and 
at 75.8% in April 1943. Moreover, excess 
reserves, which stood at nearly $7 billions 
in early 1941, dropped below $1% billions 
in June 1948. We are using up ammuni- 
tion very fast. It is technically possible to 
go a great deal further, however. 

There are two objections prominent in 
the minds of men who hesitate, when the 
suggestion is made that the Treasury ought 
to make rates of interest that will attract 
investor’s funds, and that the Federal Re- 
serve system ought to tighten the money 
market to limit bank expansion. The first 
is concern as to what would then happen 
to the banks which now hold long-dated 
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governments. This problem becomes great- 
er and less easily manageable the longer 
we defer it. The banks holding long-dated 
governments might be allowed to subscribe 
for the new higher yield issues with their 
old bonds, on terms somewhat less favor- 
able than those given to cash subscribers, 
say at 98% of par. There may be better 
solutions, but in any case we should have 
one ready. 

The second objection relates to the inter- 
est charge on the public debt in post-war 
years. When the Treasury is financing it- 
self so largely with war savings bonds 
which are in effect demand deposits after 
a short time, and when it is clear that the 
Treasury must refund a great deal of its 
debt in a comparatively few years, the point 
seems to have no validity. We had better 
face the realities of the future interest 
burden now. Facing its realities would give 
immense impetus to the move for economy 
and in particular might make the Treasury 
a strong advocate of doing away with the 
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forty-hour week for the duration of the 
war, and of 50% overtime payments. 

The immense bank expansion which has 
already taken place has created vast sums 
of idle money owned by the people which 
the government can now get at moderate 
rates of interest. Patriotism, plus vigor- 
ous bond selling by alert local committees, 
plus coupon rates intermediate between 
those on the Liberty bonds and those now 
prevailing would get a great deal of in- 
vestor’s money. The rates might have to 
rise progressively, but could still be kept 
moderate, if we have a prompt facing of 
financial realities. The Treasury should 
move promptly to fund its debt into long 
times bonds in the hands of the people 
while unused bank deposits are so great, 
and while moderate coupon rates are still 
possible. Such a return to financial ortho- 
doxy would greatly strengthen the fabric 
of confidence in Government finance, in the 
future of the currency, and in the whole 
economic picture. 


FULL EMPLOYMENT IMPOSSIBLE 


LAWRENCE FERTIG 
Lawrence Fertig & Co., Inc., New York City 


Digested from the New York Times 


ANY of the liberal leaders of Amer- 

ican industry have come out with 
statements assuring full employment 
after the war, provided industry is un- 
hampered by restrictions that throttle its 
efficiency. These proponents of private 
capitalism have full confidence in the tre- 
mendous drive and ability of American 
management and capital, plus the re- 
quirements of an expanding world mar- 
ket, to meet the situation. 

I wish to submit that full employment 
in the sense of the preceding statement is 
impossible under a free enterprise system, 
and that the promise of full employment 
loosely made will, in the long run, lead to 
public resentment and accusations of capi- 
talist guilt which might have very serious 
consequences in the future. The American 
public should not be promised the impossi- 
ble in order to win its confidence in the 
continuation of a free enterprise system. 
The virtues of that system have been amply 
proven. 


It is the only system we know which, be- 
cause of the separation of economic from 
political power, can guarantee to the indi- 
vidual his precious freedom. And it has 
proved its ability beyond any doubt to pro- 
vide a constantly expanding production at 
higher and higher wages over many de- 
cades. 

The capitalist system is a system in 
equilibrium—a thousand or ten thousand 
forces working in many directions, all re- 
solved in the market place by price. It is 
not only a profit system; it is a profit-and- 
loss system, and the experience of those 
who lose money in their miscalculations of 
the market are of great benefit to other 
entrepreneurs and manufacturers in guid- 
ing them to a more correct estimate of what 
the public really wants and what it will pay 
for it. 

Under a system based upon the enterprise 
of individuals, there must of necessity be 
room for expansion and contraction. To 
assume full employment by industry is to 
assume Utopia—perfect judgment on the 
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part of producers, no mistakes by entre- 
preneurs, a balanced relationship between 
supply and demand at every moment and in 
every commodity, no change-overs for pro- 
duct improvements which cause temporary 
unemployment, a theoretical right level for 
the wages of labor, prices gauged to hair- 
breadth accuracy in order to sell all the 
output all the time, etc. 

Constant technological improvement 
which is the basic reason of finer products 
and lower prices, plus the constant battle 
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of industry vs. industry—aluminum vs. 
steel, coal vs. oil, plastics vs. metal, etc.— 
is in itself cause of temporary unemploy- 
ment on ‘a large enough scale to prevent 
industry’s promise of full employment, pro- 
viding it wishes to remain solvent and 
function efficiently. 

Private capitalism cannot function that 
way; and if we wish to reap all its benefits 
we must, at the same time, acknowledge the 
inevitable defects of its qualities. That way 
lies an intelligent solution. 


Other Articles of Interest 


Wage Rates and Living Costs In a War 
Economy: The relationship between wage 
rates and prices is discussed by Maurice S. 
Brody. He is particularly concerned about 
the vicious spiral inherent in the farm 
parity formula. Wage policy in Great 
Britain and the United States is outlined. 
“Maintenance of real stability in both wage 
rates and farm prices is the major step 
along the road of effective stabilization.” 
Thirteen useful tables showing pertinent 
data regarding prices, wages, and incomes 
are included. 

University of Chicago, School of Business 


Post-War Inflation or Deflation? Be- 
cause he doubts that the “public will spend 
its savings like a drunken sailor” and be- 
cause he anticipates that supplies will be 
larger than many expect, Dr. Julius Hirsch 
concludes that “the danger of undesirably 
low prices a couple of years after the war 
is greater than the danger of skyrocketing 
prices.” The article presents an effective 
challenge to those who have been holding 
that we will have a severe post-war infla- 
tion. 

Barron’s, Sept. 6, 1943 


National Product and Income in the First 
Half of 1943: While on the surface the eco- 
nomic picture appeared similar to that of 
1942, a new stage in the development of the 
war economy was being reached early this 
year, according to George Jaszi. This was 
due to the fact that industry was approach- 
ing a ceiling on total output. Likewise 
there occurred a leveling off in the trend 
of war expenditures. However, national 
income continued to expand rapidly, from 
an annual rate of 131.8 billion dollars in the 
last quarter of 1942 to 146.1 billions in the 
second quarter of 1943. 


Survey of Current Business, Aug. 1943 


Wartime Savings and Post-War Inflation: 
Mr. E. T. Weiler presents a comprehensive 
survey which shows that individuals and 
corporations accumulated $50 billions worth 
of currency, bank deposits and government 
securities in 1941 and 1942. They are ex- 
pected to add an equal amount in 1943. This 
huge volume of liquid assets is expected to 
create an inflation problem which may be 
very substantial in the immediate post war 
period. Thus, while the sale of bonds to 
non-banking sources reduces the pressure 
for wartime inflation it creates a serious 
problem later on. The author expects cor- 
porations to spend their savings in the post 
war period for reconversion, replacement, 
and restoration of inventories. A govern- 
ment deficit is also anticipated. 

Survey of Current Business, July 1943 


Rule of Paternalism?: The dangers to 
economic freedom—of citizen as of business 
—from the social philosophy of the power- 
ful “palace inner-circle” are portrayed with 
examples in Senator Harry Byrd’s article 
Are We Losing Our Freedom? The pub- 
lic, he says, are growing fearful of the dic- 
tatorship tendencies of bureaucrats flushed 
with their new-found importance, and are 
adding to the waste of manpower and pro- 
ductive capacity by bureau overstaffing to 
the tune of half a million needless employ- 
ees, red-tape and questionnaires requiring 
hundreds of thousands of industrial execu- 
tives’ time, with Civil Service promising 
“more government jobs than ever at the end 
of the war.” The bypassing of Congress 
by the Executive, through direct radio con- 
tact and press conference, has made this 
possible, the Senator notes, and the only 
hope of breaking the bureaucratic hold is 
through a Congress backed by a cour- 
ageous citizenry. 

American Magazine, Sept. 1943 





346 


Philosophy of Social Security 


“A basic issue which I believe we shall 
have to face concerns the whole philosophy 
of the Beveridge type of planning. I agree 
that the philosophy sounds very plausible. 
It sounds to many people as if Utopia was 
right within reach. The thesis of Beveridge 
and Marsh and those others who think the 
whole answer lies in an over-all social 
insurance plan for everything and every- 
body is this—in Marsh’s language, as 
stated in his report to the Canadian Com- 
mittee on Post-War Reconstruction: ‘The 
genius of Social Insurance is that it enlists 
the direct support of the classes most likely 
to benefit, and enlists equally the partici- 
pation and controlling influence of the 
State, at the same time as it avoids the 
evil of pauperization and the undemocratic 
influence of excessive state philanthrophy.’ 
Merely for the purpose of deciding in one’s 
own mind whether that statement is com- 
plete, good, and workable, I should like to 
put before you, for consideration, this an- 
tithesis: ‘The danger of Social Insurance 
is that it enlists the opportunistic support 
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of the pressure groups most likely to benefit 
and enlists equally the political connivance 
and uncontrolled regimentation of the State, 
at the same time as it impairs initiative 
and self-reliance, and creates an undemo- 
cratic and excessive totalitarian bureau- 
cracy.’”—HUGH H. WOLFENDEN, con- 
sulting actuary of Toronto, in an address 
before the Trust Companies Association of 
Ontario. 


O—— 





Service Men Won't Lose Homes 


Little possibility is seen that men in the 
service returning to civilian life will be 
faced with such heavy mortgage payments 
that they will lose the equities in their 
homes, B. C. Bovard, general counsel of 
the Federal Housing Administration, de- 
clared before the Mortgage Bankers Asso- 
ciation’s recent convention. Present laws 
and the potentialities for relief in them, 
make the possibility slight, he said. “It is 
quite possible,” he added, “that some legis- 
lative changes may become desirable in 
connection with this problem. It is also 
possible, of course, that there may be a 
substantial number of foreclosures follow- 
ing the war. However, I do not believe that 
many cases will result in loss of equity.” 
He added, however, that it should be recog- 
nized that, in the typical 90 per cent 25- 
year mortgage at 4% per cent, the borrower 
who enters military service with only a 10 
per cent equity and makes no payment for 
two years, will, on his return, find that 
accumulated charges for interest, taxes and 
insurance premiums will possibly amo7int to 
more than the value of the equity. 
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Exempt Delivery of War Bonds 


United States War Savings Bonds, up to 
a total redemption value of $200, standing 
in the name of a decedent or in the names 
of decedent and co-owner or in the name of 
decedent payable on death to another per- 
son, may be delivered by agencies desig- 
nated by the Treasury to the legal represen- 
tatives of the decedent or to the surviving 
co-owner or beneficiary, without serving no- 
tice upon the New York State Tax Commis- 
sion or retaining a sufficient portion thereof 
to pay any estate tax or obtaining the con- 
sent of the Commission. This is the effect 
of a recent regulation promulgated by the 
Commission. 
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BRITISH WAR ECONOMY 


Subsidies to stabilize the cost of living 
will amount to £210 millions in 1943, in- 
cluding the cost of the special health 
schemes for milk and vitamins. The subsi- 
dies are now applied to clothing, but to a 
much smaller extent than to food where 
subsidies are now given to bread and flour, 
potatoes, sugar, milk, meat, bacon, eggs, 
canned fish and tea. The cost of stabiliza- 
tion has risen considerably this year, for in 
1940, 1941, and 1942 it was only £70 mil- 
lions, £142 millions and £150 millions re- 
spectively. 

The British government has proposed a 
pay as you earn (Ruml) plan which will 
place about 10 million taxpayers, mainly 
those in the lower income groups, on a 
current basis. It is expected that about 
$1 billion will be forgiven under the plan 
but about half would have involved post 
war refunds. It is provided that ten 
twelfths of the tax due from manual wage 
earners and seven twelfths due from clerks 
and other white collar workers will be 
“cancelled.” The plan is expected to be- 
come operative in the next fiscal year which 
begins in April 1944. 


BARTER IN GERMANY 


The .scale on which barter trade is now 
being organized in Germany is a measure of 
the crisis in the sphere of consumption 
goods production; it is also evidence of an 
increasing flight from the Reichsmark, if 
not of the very breakdown of the compli- 
cated and extensive system of price control. 
It is expected that some one thousand bar- 
ter stores will soon be operating through- 
out the country. There are at present ap- 
proximately over 100,000 million Reichs- 


mark in the hands of the German public, 
whereas the corresponding quantity of 
available goods is estimated at between 
25,000 and 30,000 million Reichsmark. A 
few months ago the Reichsminister of Eco- . 
nomics was still hoping that the purchasing 
restrictions and the many separate walls 
safeguarding individual types of goods 
against excessive demand had actually 
grown together “to form a closed wall 
around the money and price sector.” Now 
it is no longer denied that, as a result of 
the flight from the currency and the disre- 
gard for money, the entire structure of 


fixed prices is seriously threatened. 
The Statist 


COLOMBIAN CONTROLS 


A new issue of internal national debt 
bonds is authorized, up to 50,000,000 pesos, 
the proceeds of which are to be used to 
stimulate the nationalization of foreign in- 
terests placed under fiduciary administra- 
tion, and of such enterprises as telephone, 
transportation, electric-power, aqueducts, 
and any other public-utility companies. 
Amortization and interest will be covered 
by the proceeds of the enterprises which 
may be nationalized. 


of funds from circulation 


Drainage 
through compulsory investment of an ap- 
preciable portion of company profits in 
frozen deposit certificates has been ordered 


to control prices and inflation. Similar in- 
vestments are required of importers in 
amounts equivalent to one-tenth of remit- 
tances of foreign goods, and banks must 
double the reserve which they are legally 
require to hold against deposits. Regula- 
tions to prohibit marginal trading on the 
stock exchange are designed to divert specu- 
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lative funds into non-inflationary channels, 
as a temporary measure until other action 
can be taken to curb undue speculation on 
a marginal or time-payment basis. 


AUSTRALIAN WAR FINANCE 


Australian war expenditures are esti- 
mated at £570 millions and total expendi- 
tures at £715 millions in the fiscal year 
ending June 30, 1944. This is the highest 
spending on record and represents more 
than half the national income. It is ex- 
pected that taxes will yield £273 millions or 
38% of the total. 


The cost to Australia of reciprocal aid 
with the United States under the lend-lease 
program will be nearly £100,000,000, about 
a sixth of the total war expenditure, com- 
pared with £59,000,000 last year. Up to June 
30 the war has cost Australia £1,107,000,- 
000, of which taxation has provided £363,- 
000,000, loans £474,000,000 and Central 
Bank credit £259,000,000. 


CAPITAL LEVY IN TURKEY 


A tax on wealth, so called varlik vergisi, 
which was introduced in Turkey at the end 
of 1942, has only recently been publicized in 
this country. Its principal objective was 
the raising of huge sums to curb inflation- 
ary conditions prevailing because of the 
war and the necessity of maintaining an 
army of almost 1,000,000. Government ob- 
ligations had been met largely by increasing 
the note circulation to an unhealthy degree. 
The money realized from this tax is de- 
posited in a block account with the Agricul- 
tural Bank, ultimately to be utilized for 
the reduction of bank note circulation. 


The plan provided a capital levy on 
wealth and excess profits of the rich and 
imposed on five categories of the popula- 
tion: Salaried private employes (Govern- 
ment employees were exempted) ; important 
farmers (the maximum levy was limited to 
5 per cent of the value of their property); 
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owners of buildings and real estate; com- 
panies and individuals engaged in business 
since 1939, and middlemen and commis- 
sionaires. A secret tax commission began 
fixing assessments under the capital levy 
and published a list of amounts to be col- 
lected. The assessments on Christian and 
Jewish businesses are much heavier than on 
comparable Moslem Turkish businesses. 
Many assessments against non-Moslems 
were set at confiscatory figures. In Istan- 
bul Province alone the assessment totaled 
344,000,000 lira, almost 50 per cent of Tur- 
key’s currency circulation. 


To date not many more than a thousand 
persons are believed to have been subjected 
to this drastic penalty. Many of them are 
wealthy and prominent citizens . 


Debtors, unable to pay, are forced to sell 
out their property or most of it at low 
prices prevailing on an upset market. 


Foreign-owned businesses and institutions 
suffered varying discrimination. Those 
owned by Greeks, Yugoslavs and Italians 
were taxed almost as heavily as those of 
the Turkish minorities. French, German 
and Bulgarian enterprises were taxed less 
heavily, and those of Americans and Brit- 
ish by and large escaped relatively lightly. 


POST-WAR INDUSTRIALIZATION 
IN CHINA 


“The main features of the planned post- 
war development of China are rapid indus- 
trialization, with emphasis on heavy indus- 
tries, power plants, chemicals, railway and 
highway transportation, aviation, and port 
facilities. Light industries will be of sec- 
ondary importance. Industrial development 
will proceed under state guidance and to a 
large extent under state ownership and di- 
rection. The shortage of private indus- 
trial capital in China, the absence of a 
vigorous industrial class, and the large fi- 
nancial problems involved are presumed to 
necessitate state action and control.—From 
a report by the 20th Century Fund. 


COMPLETE TRUST SERVICE IN GEORGIA 
through ten offices in six cities 
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BANK SERVICES FOR CORPORATE 
CUSTOMERS 


Editorial 


HE market for bank loans or lines 
of credit being a good deal thin- 
ner—even including V loans—at the 
same time that rates are exception- 
ally low, commercial banks are in 
need, more than ever before, of sale- 
able and profitable services to offer 
their most important customers—the 
industrial corporations and business 
firms. It is becoming increasingly 
difficult for the new business officers 
of the banking department to do more 
than “keep up the contact” in the 
course of their appointed rounds. 
Bank statement figures for loans are 
sufficient evidence of this condition. 
This is not a source of particular profit 
for their bank, does not distinguish it 
from its competitors and leaves a poor 
taste in the mouth of the industrial exe- 
cutive whose time is at a high premium. 
It is unfair to the bank contact men to 
have to call on these customers without 
some pretty definite offers of aid in their 
present difficulties. Their problems, how- 
ever, are not often the traditional ones 
of current financing but are more than 
ever in the field of taxation, employee 
benefit plans, investment or stockholder 
account control. 
Commercial bankers are beginning to 
realize this change, and are finding a new 
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field for valuable service in their trust 
departments. They find the busiest ex- 
ecutives anxious to know the possibilities 
of pension trusts and willing to discuss 
them thoroughly. Some few trust banks 
have lately developed investment manage- 
ment services for corporate—and institu- 
tional—accounts with considerable suc- 
cess; others have found their services as 
stock transfer agent or registrar more 
welcome than ever in these days of man- 
power shortage in industry. Close corpo- 
rations and partnerships, many of which 
are doing a larger business than ever, are 
becoming interested in the protection af- 
forded by business insurance trusts, as 
taxes threaten to decimate their estates. 
And more and more the business man is 
becoming uneasy at the forced neglect of 
his personal financial affairs, or dis- 
traught at the difficulty of keeping 
abreast of developments affecting his in- 
vestments or estate. 


Here then is a natural for the bank 
customer relations men. Not only can 
they approach their customers with. 
something more definite than the time of 
day, but they have new opportunities to 
be of personal as well as commercial ser- 
vice. It certainly does not behoove any 
commercial bank officer to berate the 
trust department so long as he has not 
familiarized himself with its services and 
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presented them to a ready-to-buy clien- 
tele. How many times has good and 
profitable trust business been passed up 
by failure of a commercial officer at least 
to introduce such wares during a call at 
the business executive’s desk, or to in- 
troduce that executive to his trust officer 
when he comes into the bank? 

Banks which have successfully devel- 
oped these new contacts or additional 
services have not found it necessary for 
the commercial banker to be a fiduciary 
encyclopedia. A general knowledge of 
what the trust department has to sell the 
corporation, and the uses and advantages 
are enough to open the door. This may 
be done by reading of the bank’s own 


Moratorium 


T has long ceased to be a novelty for 

political or professorial New Dealers 
to suggest some additional squeeze or 
restrictions on capital. Nor is it sur- 
prising to find some labor leaders yet un- 
able to realize that without profitable 
private enterprise there will be no em- 
ployer but the government, and that in- 
vestment is. entitled to reasonable hire. 
But when an industrialist, Capt. Ricken- 
backer, president of Eastern Airlines, 
suggests a post-war moratorium on divi- 
dends for a period of three years for his 
company, and recommending it to others, 
one knows how Caesar felt when he ut- 
tered the memorable “Et tu, Brute.” 

Put into effect, an immediate repercus- 
sion of such a policy might be expected 
in the market price of a company’s stock. 
That is of temporary and minor consid- 
eration, certainly compared to the avowed 
objective of Captain Rickenbacker’s pro- 
posal of providing funds for “a sound 
and safe expansion program” to assure 
peace employment. But is this the best 
way—is it necessary and worth the cost? 
. Where is the justice in discriminating 
against investors? 

This might have been entirely proper 
in days when a few wealthy people held 
the stock and could afford to miss a few 
dividends. But what would happen if a 
moratorium were imposed today? Wheth- 
er one or a thousand corporations did so, 
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trust literature, of special articles, and 
talks with the trust officer or new busi- 
nessman. A copy of a booklet on one of 
these services, or reprint of an article by 
an authority, if left with the customer or 
even placed on the desk of the banker, 
will go a long way to arouse interest and 
answer basic questions. 


Here is the door to practical and profit- 
able cooperation of bank and trust offi- 
cers. Here are the most saleable wares 
today for the customer contact kit. Only 
those who have taken inventory in their 
trust as well as banking departments are 
doing a thorough job for their customers 
and their institution. 


on Dividends? 


innocent, helpless people might have their 
whole living jeopardized. First, those 
forced to liquidate their stock (to pay 
taxes, estate expenses and now more and 
more to make up shortages of income, 
etc.) would have to take depressed prices 
—and the chances are the entire market 
would register loss of confidence to the 
degree the policy was practiced or even 
proposed. Nor would this lay a sound 
basis for corporate financing, which 
might be necessary for the rehabilitation 
or expansion program. It would but add 
another discouragement to private sav- 
ings investment in private enterprise. 

What of those who depend on their 
dividends for support? Many whose sac- 
rifices and saving in the past made pos- 
sible the development of those enter- 
prises, are not able to support themselves 
or may not be able to find employment 
after the war. Should these small in- 
vestors be forced to take a beating both 
on principal and income? “Widows and 
orphans” is an old, oft-abused cry, but 
if we take away the little stability. that is 
still left to savings we are but forcing 
our own families into dependence on 
charity—be it private or government. 
Surely tomorrow’s worker must be pro- 
vided with the means of earning a liveli- 
hood, but taking it out of yesterday’s 
worker and saver is the way of corm 
munism. 
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If a project is sound it can usually 
get financing. Recourse to moratorium 
on dividends, however, might imperil that 
very financing, and what is to assure that 
the “surplus” so built up would be 
enough for the job? Labor unions have 
built up great “post-war reserves”; would 
it not be more in point to urge the priv- 
ilege of corporations to do likewise, since 
most of these reserves would be used for 
employment anyway? And is it not 
enough risk for the investor that reduc- 
tion or passing of dividends may be 
necessitated by shortage of working capi- 
tal and lack of income during the recon- 
version period? During the war and for 
months thereafter we are going to have 
to use every means possible to make sav- 
ings attractive to a greater segment of 
the public than ever before. Let us give 
our post-war thoughts to rewarding 
workers both past and future—the pres- 
ent are able to speak for themselves. 


Bank Women Reelect 


Miss Henriette J. Fuchs, trust officer of 
the Underwriters Trust Company, New 
York City, was reelected president of the 
Association of Bank Women at the twenty- 
first annual meeting. Miss Grace E. Bourne, 
a trust officer of the First National Bank 
and Trust Company, New Haven, was re- 
elected treasurer. 


“It would be unjust not to mention 
our indebtedness to Mr. Luhnow and 
his staff for their able publication of 
“Trusts and Estates.” The research 
independently conducted, the informa- 
tion and material gathered from many 
sources, the contributed articles, the 
editorials, the news items, even the ad- 
vertisements make “Trusts and Es- 
tates” an indispensable tool in the 
hands of every trust officer and lawyer 
who wants to keep abreast of the times 
in trust. business. We are fortunate 
indeed to be served by this excellent 
publication.” 


From address by Louis S. Headley 
as President of the Trust Divi- 
sion, before the 1943 annual con- 
vention, American Bankers Assn. 


for ancillary 


administration in 


New York State 


To attorneys and trust companies 
of other states, the Marine Trust 
Company of Buffalo offers complete 
ancillary administration service. 

Our affiliation with 19 other Marine 
Midland Banks throughout the state 
gives you the additional advantage 
of having a fiduciary with close con- 
tacts in thirty-eight cities and towns. 


MARINE 


TRUST COMPANY 
OF BUFFALO 


A Marine Midland Bank 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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THE MAN FROM CAROLINA 


HE first man from South Carolina to 
hold the office, A. L. M. (Lee) Wig- 

gins was elected president of the American 
Bankers Association at its annual conven- 
tion last 
month. The fif- 
ty-two year old 
president of 
the Bank of 
Hartsville was 
born in Dur- 
han, BH. G&G. 
went through 
the University 
of North Caro- 
lina without 
any outside 
financial as- 
sistance, 
beyond a schol- 
arship. In fact, 
the $500 which 
he had saved from three years of employ- 
ment with the American Tobacco Co. in- 
creased to $1,000 at the time of graduation. 
In college, he managed the University Press, 
printed the college newspaper, catalogue 
and other publications, ran a shoe store, a 
boarding house and other small enterprises. 


A. L. M. WIGGINS 


After college, Mr. Wiggins went to work 
for David R. Coker who had been inter- 
ested in plant breeding as a hobby. Through 
his efforts, Coker’s Pedigreed Seed Co. is 
known as the foremost seed breeder bus- 
iness in the South. Eventually, he became 
secretary and treasurer of the company, 
which positions he was also given in J. L. 
Coker & Co., department store. He is now 
managing director of the latter concern. 


In 1921, Mr. Wiggins purchased the 
local newspaper Hartsville Messenger, and 
has operated it and a printing business 
since then. About the same time he was 
elected vice president of the Bank but he 
was not active in its management until 
1932, when he became president. In a few 
days’ time he went through a correspond- 
ence course in banking which ordinarily 
takes six months, to equip himself to run 
the institution through the dark days that 
were descending. In 1932 and 1933 Mr. 
Wiggins, as president of the South Caro- 
lina Bankers Assn., successfully spon- 
sored legislation beneficial both to banks 
and depositors, especially agricultural in- 
terests, 


Mr. Wiggins’ philosophy is revealed in an 
interview with Albert Atwood, reported in 
The American Banker. He points out that 
in Hartsville, each factory worker is en- 
couraged to get his cast from industry, his 
living from the farm. “I enjoy life with its 
struggles and problems,” he says. An avid 
reader and student, he has given much time 
to study of the problems of Government and 
society. He does not believe in pauperizing 
the people as wards of the Government or 
in regimenting the entire economy, nor does 
he believe it possible for free enterprise to 
exist under politically controlled and ad- 
ministered credit. 

Perhaps Mr. Wiggins’ nature is best 
summed up in this appraisal of himself to 
Mr. Atwood: “Do not represent me as 
more than I am. I am not the keenest, the 
ablest banker in America. I know myself, 
my place and my level. It happens to be* 
Wiggins this coming year who will speak 
for American banking; but it might be 
Smith.” 


<select 


Theis Heads Trust Division 


Henry A. Theis, vice president of the 
Guaranty Trust Company of New York, 
was elected president of the Trust Division 
of the American Bankers Association at the 
annual meeting last month. Mr. Theis has 
been active in the work of the Trust Di- 
vision for many years. He was chairman 
of the Committee on Costs and Charges 
from 1929 to 1943, and has been a member 
of the Committee on Trust Policies and the 
one which wrote the A. I. B. text books 
“Trust Business.” Mr. Theis also has been 
president of the Corporate Fiduciaries As- 
sociation of New York City, and is now a 
member of the Executive Committee of the 
state Trust Companies Association. Mr. 
Theis has been with the Guaranty since 
1904, with the exception of the period from 
1907 to 1918. 

Frederick A. Carroll, vice president and 
trust officer, National Shawmut Bank 
of Boston, was elected vice president of the 
Trust Division, and James W. Allison, vice 
president of the Equitable Trust Co., Wil- 
mington,: Del., was made chairman of the 
executive committee, and hence is in line 
for the presidency two years from now. 

Newly elected to membership on the exe- 
cutive committee were: R. M. Alton, United 
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NEW OFFICERS OF A. B. A. TRUST DIVISION 


FREDERICK A. CARROLL 
Vice President 





HENRY A. THEIS 
President 


JAMES W. ALLISON 
Chairman, Executive Committee 





States National Bank, Portland, Ore.; 
Chester R. Davis, Chicago Title & Trust 
Co.; W. H. Goodman, Florida National 
Bank, Jacksonville; T. Stanley Holland, 
American Security & Trust Co., Washing- 
ton; Howard C. Lawrence, Michigan Trust 
Co., Grand Rapids. 


a 


Trust Committee Chairmen Named 


The Trust Division of the California 
Bankers Association has announced the ap- 
pointment of the following committee chair- 
men: Analysis of Probate Proceedings — 
Howard H. Rolapp, Metropolitan Trust Co., 
Los Angeles; Cost & Charges—A. G. 
Reader, Union Title Insurance & Trust Co., 
San Diego; Legislative Committee—Walter 
E. Bruns, Bank of America N. T. & S. A., 
San Francisco; Public Relations—E. F. 
Lawrence, Crocker First National Bank; 
Schmidt, California Trust Co., Los Angeles; 
Trust Policies—B. B. Brown, American 
Trust Co., San Francisco. 


-0~—— 





Dr. Ernest M. Fisher, director of research 
in mortgage and real estate finance for the 
American Bankers Association, has been 
granted a leave of absence due to his ap- 
pointment to the staff of the Office of For- 
eign Economic Coordination of the Depart- 
ment of State. 


Committees Appointed 


The New Jersey Bankers Association’s 
committee chairmen for the year 1943-44 
are: Co-operation with Supervisory Au- 
thorities—James C. Wilson, president, 
First Bank & Trust Co., Perth Amboy; 
Lawyers & Bankers Conference—Earl S. 
Johnson, vice president & trust officer, 
Savings Investment & Trust Co., East Or- 
ange; Pension Plan—Karl Schaffer, pres- 
ident, Roselle Park Trust Co., Roselle; 
Trust Investments—Edward Schickhaus, 
vice president, Fidelity Union Trust Co., 
Newark; Taxation—Hon. Frank C. Fergu- 
son, president, Hudson County National 
Bank, Jersey City; Trust Subjects—Henry 
L. Rost, president, Peoples Bank & Trust 
Co., Westfield. 


a 


Illinois Legislation 


Additional [Illinois legislation affecting 
fiduciaries includes the following: 

H. B. 444: Permits probate of will on 
proof of handwriting of subscribing witness 
who is in military or naval service and is 
outside the continental United States. 

H. B. 634: Provides for payment of non- 
transferable obligations of United States to 
co-owner or designated beneficiary on death 
of registered owner. 

H. B. 690: Provides for suspension of 
duties of trustees in war service, and ap- 
pointment of temporary trustee. 
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TRUST ASSETS AND EARNINGS UP 


NCREASES in total trust assets and 

trust department earnings of national 
banks are revealed in the recently pub- 
lished annual report of the Comptroller of 
the Currency for 1942. As of the year’s 
end, 1,514 national bank trust departments 
were administering 140,738 private and 
court trusts valued at $10,654,976,261, as 
compared with the respective figures of 
1,537 — 139,619 — $9,556,934,045 on June 
30. 1941 (this is the first report on a cal- 
endar year basis). Earnings for 1942 were 
$32,905,000, and for the year ending June 
30, 1941, $32,714,000. 

Corporate trust business showed an in- 
crease in the number of corporate trusts 
being administered from 15,904 to 18,413, 
but the value of the bond issues outstand- 
ing dropped slightly from $9,130,832,237 
to $9,035,538,594. 





$25,000 
$50,000 


Number of Banks authorized 

to exercise trust powers .... ‘ 132 
Number of Banks with trust 

powers but not administer- 

| RAE EES Cee ae 72 


TRUST ASSETS 


RU oo $3,747 
Type (By Percentage) 
27.07 
9.56 
Real Estate 16.54 
Miscellaneous ... 1.86 
Savings deposits pio 215 
Demand deposits ........... 
Other assets . 


NI ss occas tee 


TRUST LIABILITIES 
Private trusts 
Court trusts 


Number of living trusts be- 
ing administered .................. 
Number of court trusts being 
SU on 
Number of corporate trusts 
being administered .............. 
Volume of bond issues for 
which banks are acting as 
trustee CAPES CREE Sot ka ee 
Number of national banks 
administering corporate 
trusts se heinunsesiinhileminubiabiinciseaene 
Average volume of individual 
trust assets in each bank .. 
Average volume of trust as- 
sets in each _ individual 
trust 
Average gross earnings per 
trust for year ended Dec. 
Wns, EE Scuitincnattiasussanieisccscds 
Average gross earnings per 
trust department reporting 
trust earnings for year 
ended Dec. 31, 1942 ............ 


100,000 


$40,622 


$22,063 
26,641 


$11,927 


In the face of the theory of inflation 
hedging by investing in stocks and real es- 
tate, the proportion of trust investment in 
bonds increased over 5% while investments 
in stock, mortgages and real estate each de- 
clined from 1% to 3%. 


Comptroller Preston Delano points out 
that “in this war year ... some of the 
statistical material heretofore included” is 
omitted. Hence, the summary of new bus- 
iness, the breakdown according to Reserve 
Districts and certain information as on in- 
surance trusts, which appeared in prior re- 
ports, are missing. 


The following combined table based on 
the report classifies trust activities as of 
Dec. 31, 1942, according to capitulation of 
the banks. Money figures, except as to cap- 
ital and earnings, are to nearest thousand. 


$25,001 to $50,001 to $100,001 to $200,001 to $500,001 and 
$200,000 


$500,000 over 





401 ; 432 1,833 


115 67 35 319 


$250,997 $627,061 $7,541,830 $8,464,465 
54.85 
29.35 

5.35 

6.16 

4.29 


88,496 


56.79 
28.64 
4.57 

5.70 

4.30 
70,849 
336,381 393,365 
1,645,028 1,708,649 


9,594,087 10,654,976 


38.96 
35.51 
11.48 
9.31 
4.74 
10,883 
37,760 
53,197 


43.01 
28.03 
10.51 
14.01 
4.44 
1,945 
4,541 
1,596 


38.35 
35.55 
12.74 
10.76 
2.60 
4,591 
14,318 


728.901 








$8,565,108 
2,089,869 


$160,630 
118,069 


$443,700 
285,201 


$7,937,719 
1,656,368 


1,462 54,236 75,457 


13,282 


2,801 16,946 33,667 65,281 


177 1,447 15,994 18,413 


$233,450 $8,706,378 $9,085,539 


84 229 


$170 $1,836 


$24 


$8,322 $96,644 
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VY For Brush-Up 
V For Reference 


V For Practical Pointers 


retry ; New 1944 
CCH FEDERAL TAX COURSE 


@ Here is a practical ready reference and training course in federal taxation. 
Here is a plain-spoken explanation of the outstanding federal taxes as im- 
posed by the federal revenue laws—with emphasis throughout on federal in- 
come taxation. Actually every angle of federal taxation, including the new 
“Pay-As-You-Go” tax, Victory tax, capital stock tax, excess profits tax, de- 
clared value excess-profits tax, gift tax, estate tax, and excise taxes, comes 
in for understandable explanation and discussion. Not a book, not a loose 
leaf Service, this is a Course especially designed to make it easy to become 
familiar with the “ins” and “outs” of the federal tax system—how it has 
developed—vwhat it is today. Stems from George T. Altman’s popular work. 


Each Tax, Each Taxpayer — Individuals, Corporations, Partnerships, Estates 
and Trusts—whatever the tax, whoever the taxpayer, if it is federal taxation 
and belongs in the Course, it is covered here, specifically, definitely. Over 
500 illustrative examples and calculations make plainer just how the federal 
tax laws are actually interpreted and applied. Current filled-in return forms, 
and pertinent Code provisions provided, plus a wealth of “real-life” back- 
ground from actual tax practice all contribute to supply everything necessary 
or helpful for an everyday, working knowledge of federal taxation. 


Write for complete details 


COMMERCE: CLEARING; HOUSE, INC, 
LOOSE LEAF SERVICE DIVISION OF THE CORPORATION TRUST COMPANY 


NEW YORK CHICAGO WASHINGTON 
EMPIRE STATE BLDG. 214 N. MICHIGAN AVE. MUNSEY BLDG. 


DORAEMON A A OE RIE HEEL IE AREER ELA NCTE 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


RECASTING CONCEPTS OF 
EMPLOYEE COMPENSATION 


HE source of all but inherited dollar 

wealth is the abilities of the indivi- 
dual that others find valuable. Our 
“rugged individualist” system has dic- 
tated that such personal abilities and ser- 
vices should be sold to employers on a 
current cash basis of compensation. This 
system, although providing full freedom 
of action’ to the employee over his money, 
placed on him the sole responsibility of 
saving enough out of his current earn- 
ings to build an estate that would care 
for him in his later years, and for his 
family after his death. 

Entirely aside from the human frail- 
ties that have prevented many from at- 
taining such future financial security, we 
are confronted today, and probably will 
be for some time to come, with a system 
of taxation, price structure, and other 
economic factors that practically pro- 
hibit the individual from accumulating 
his necessary estate—by his action alone. 
He can best do this now only in conjunc- 
tion with his employer, in order that 
some part of his compensation be set 
aside, tax-free, to attain that security. 
As a result, outmoded ideas and concep- 
tions of “compensation” must be recast 
when an employee bargains with his em- 
ployer for the sale of his personal ser- 
vices. 

Employee compensation may be divided 
into two general categories :— 


(1) Current: wages, salaries, cash 
bonuses, commissions and current 
profit-sharing. 

(2) Deferred: retirement pensions, 
disability and death benefits, 
emergency bonuses, and deferred 
profit-sharing. 


Current compensation received by the 
employee is immediately depleted by 
heavy current taxation and what is left 
over is open to attack by the family ban- 
dits of current spending and dissipation. 


It is not hard to realize the strained 
financial position of the employee whose 
only form of compensation is current 
compensation. Deferred compensation, 
properly balanced with current compensa- 
tion, is the family life-saver. Since it is 
not subject to current taxation each dol- 
lar of such compensation is conserved in 
full for the time when most needed. Here 
lies financial security for the employee— 
without which his efforts are largely in- 
effective through financial worry and 
fear. But deferred compensation is not 
available without the cooperation of the 
employer; he must establish the proper 
employee benefit plan in order that the 
tax and other economic advantages may 
be attained for the employee. Neverthe- 
less the employee can bring this about 
most effectively, if when “bargaining,” 
his sights are raised for the form of 
compensation that will be most beneficial 
over the years to him and his family. 

The proper balancing of deferred and 
current compensations requires intensive 
study of the requirements of the various 
classifications of employees. The alloca- 
tion of the amount set aside among the 
various types of future benefits must be 
carefully weighed in relation to each oth- 
er. The plan and method of attaining 
the objectives must be tailor-made. 

% * * * 


IF 1943 TAX IS LESS THAN 1942— 


NDER the pay-as-you-go tax law, in- 

dividuals whose 1942 income tax is 
greater than the tax on 1943 income will 
pay the amount of their 1942 tax as their 
tax for 1943, and will be “forgiven” 75% 
of the estimated tax on 1943 income. 
Such individuals are in for a possible 
“bargain” if they are able to increase 
taxable income and profits during the re- 
mainder of 1943 to a point where their 
tax on total 1943 income is still less than 
the tax on 1942 income. To illustrate: 


Tax on 1942 income 
Tax on 1943 income ................... 


$26,000 (None forgiven) 
15,000 (75% forgiven) 


Excess 1942 tax ....................--$11,000 
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Under this case the taxpayer pays $26,000 
during 1943 and $3,750 (the unforgiven 
25% of $15,000) in two installments, on 
March 15 of 1944 and 1945. Suppose 
this taxpayer receives $10,000 additional 
income during the remainder of 1943, 
let us say in the form of short term capi- 
tal gains on the sale of securities, the 
tax realization of which may be controlled 
by the taxpayer. Let us also assume that 
by this action he increases his tax on 
total 1943 income by $6,500 (65% of 
$10,000 profit). But as 75% of the tax 
on 1943 income is “forgiven” he pays 
only $1,625 extra. This latter amount 
represents a tax of only 16144 as against 
the 65% tax otherwise payable. 

The foregoing “bargain” may be ex- 
tended to other types of taxable income, 
the receipt of which may be considered 
as being controlled by the taxpayer. For 
instance, stockholders of a closely held 
corporation may find it advisable to de- 
clare larger dividends prior to the end 
of 1948 rather than to wait until 1944 
when the full tax schedule is again ap- 
plicable. 

However, two important points must 
be watched. It would probably be inad- 
visable to take such additional income 
this year if the tax on 1943 income is 
equal to or exceeds the tax on 1942 in- 
come, nor if 75% of the tax on 1943 in- 
come exceeds the tax (at 1943 rates) on 
the largest amount of income plus 
$20,000 received during the base “anti- 
windfall” years of 1937 through 1940. 
Competent advice from personal attor- 
neys and accountants is a prerequisite to 
action. 


PRE-ADMINISTRATION OF ESTATES 
—A TEST 


J T is unfortunate that many individuals 

do not have the opportunity of seeing 
their carefully developed estate plans in 
action inasmuch as most of such plans 
do not take effect until death. If they 
had such opportunity, there is little doubt 
that they would make important revisions 
immediately. However, it is possible to 
determine many weaknesses in estate 
plans by means of a “pre-administration” 
of the estate. 
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This method of testing the over-all 
soundness of an estate plan would entail 
an investigation of factors of the follow- 
ing type, their individual effects on the 
estate position as a whole, and their rela- 
tive effects on each other. 


1. Inventory all assets and debts of 
the estate, contingent or otherwise, 
together with such historical data 
as date, method and cost of acquisi- 
tion of assets and property against 
which debts are outstanding. 

2. Evaluate assets for tax purposes as 
well as availability of capital. 

. Estimate cash requirements to cover 
estimated inheritance taxes, debts 
and other obligations. 


. After determining the amount of 
net estate capital available for heirs, 
apply against it the effect of the 
distributive terms of the will, trust 
agreement and life insurance settle- 
ment agreement. 


. Apply against income distributable 
to beneficiaries individual income 
taxes in order to determine the 
amount of net spendable income 
available to beneficiaries. 

. Consider the degree of rigidity or 
flexibility under the terms of estate 
documents in the event of future 
economic or family emergencies. 


Dependent upon the requirements of 
each case, additional factors should be 
examined. The results of this type of 
treatment might prove somewhat sur- 
prising to the estate owner and would 
enable him to take immediate action to 
forestall some of the weaknesses and dis- 
advantages which might otherwise be 
experienced. 

*% % % * 
“REDUCING” ESTATE TAXES 
THROUGH INSURANCE 


T is probable that estate tax rates will 
be increased by the next Federal Rev- 


enue Act. Therefore, it becomes increas- 
ingly important that individuals make 
proper provision in their estate plans 
for payment of this tax in a manner that 
will cause the least amount of financial 
disturbance to their families. 

The one financial vehicle that guaran- 
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tees prompt delivery of a fixed number 
of dollars at “the exact moment of 
death” is the life insurance policy. Its 
use in paying estate taxes would result 
in increasing the amount of capital avail- 
able for the family, thereby having the 
effect of “reducing” the estate tax bill. 


Take the case of a man whose estate 
taxes are estimated to be $100,000. If he 
carries no life insurance his estate will 
shrink by that amount. But if a $100,- 
000 policy is placed on his life, it is pos- 
sible that his estate tax bill may be set- 
tled for only a few cents on the dollar. 
For instance, if he should die within a 
year his family would have a “profit” in 
an amount equal to the difference between 
the face value of the policy and one an- 
nual premium. This “profit” is not sub- 
ject to income tax to the family, and 
would not be subject to estate tax in the 
estate of the insured if the policy had 
been owned and paid for by his wife and 
children. Naturally the longer the in- 
sured lived, the smaller would be the 
“profit”—but it would take many years 
before it would shrink to any great ex- 
tent. 


In addition to the foregoing advantage, 
this type of investment also makes avail- 
able many other attractive financial bene- 
fits such as cash value earnings, not sub- 
ject to current income tax, and guaran- 
teed life income rates for the insured at 
retirement and for the family after 
death. A proper analysis of a life insur- 
ance policy would quickly convince the 
investor of capital that it holds an en- 
viable position in today’s investment 
markets. 


Tax “Paternity” 


No doubt the respondent (taxing official) 
would concede that it takes a statute to 
beget a tax, and would disclaim any at- 
tempt to apply to the field of taxation the 
doctrine of parthenogenesis. Nevertheless, 
to attribute the paternity of the tax here 
in question to section ... ignores the neces- 
sity of some access by the statute to the 
facts by which the tax is given birth. 


From a recent memorandum. 


Ancillary | 


Administration 


for Illinois 
Real Estate 


¢ No matter where the 
personalty under a trust 
may be located .. . if there 
is real estate in Illinois, you 
will find it a matter of good 
judgment to suggest Chi- 
cago Title and Trust 
Company as ancillary ad- 
ministrator. 


This company was 
the first to qualify under the 
General Trust Company 
Act of the State of Illinois 
and it has been continuously 
active in trust administra- 
tion since 1887. Our long 
years of experience in all 
types of fiduciary activity in 
this area, plus an unusual 
background in all real 
estate matters, qualify us to 
give you and your custom- 
ers full cooperation on both 
corporate and personal 
trust matters in IIlinois. 


CHICAGO 
TITLE & 
TRUST 
COMPANY 


69 WEST WASHINGTON ST. 


CHICAGO 
Business Established 
in 1847 
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Over 
SIXTY 
Years of 
Experience 
In Chicago 


Sometimes the facilities 
of an out-of-town trust 
company are required for 
the proper management 
of your clients’ business. 





Monroe Street, east of LaSalle 





Your inquiries are always 
cordially welcomed. 





TRUST DEPARTMENT 
Harris Trust and Savings Bank 


Organized as N. W. Harris & Co. 1882. Incorporated 1907 


HARRIS TRUST BUILDING, CHICAGO 


Member Federal Deposit Insurance Corporation 
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Where There’s A Will... 


“6 HAT one gives in health is gold, 

what one gives in sickness is sil- 
ver, and what one gives after death is 
lead.” Such is the explanation given in 
his will by Hugo Blumenthal, New York 
broker and philanthropist, for not making 
any bequests to charity, he having made 
liberal gifts during his lifetime. The resi- 
due of his estate is left in two equal trusts, 
from each of which Mrs. Blumenthal is to 
receive the income for life. A codicil au- 
thorizes the trustees to pay her so much of 
the principal as in their discretion is neces- 
sary for her maintenance. Upon the widow’s 
death, income of the trusts is to go to a 
son and a daughter respectively. The 
corpus of the former trust is to be dis- 
tributed to the son’s children by a named 
wife. Certain debts of the son to his 
father and sister are made assets of this 
trust but the executors are directed not 
to press for payment unless they feel 
he is able to liquidate them. The trustees 
are authorized to pay the son, with the 
wife’s consent, 25% of the principal—40% 
if the debts are paid. The principal of 
the trust for the daughter will be dis- 


tributed under a power of appointment 


given to her. The trustees may pay her 
up to 40% of the principal. A _ second 
codicil restricts the classes of persons in 
whose favor she may exercise the power to 
those enumerated in the 1942 Revenue Act 
so that the property subject to the power 
will not be included in the daughter’s es- 
tate. Guaranty Trust Co. of New York, 
the son and the son-in-law are appointed 
executors and trustees of the will... 


* * * 


Lieut. Gen. William M. Wright, com- 
mander of the 89th Division at St. Mihiel 
and in the Meuse-Argonne offensive, named 
the National Savings and Trust Company 
of Washington, D. C., as executor of his 
wil... Actress Bette Davis has waived 
her right to administer the estate of her 
husband, Arthur Farnsworth, and letters 
of administration have been issued to Cali- 
fornia Trust Company of Los Angeles... 
Max D. Steuer, noted criminal lawyer, left 
an estate of $5,625,000 of which almost 
four million was cash in banks. The exe- 
cutors’ accounting shows that they rejected 
a claim by Johnny Torrio, one-time part- 
ner of Al Capone, for a refund of $20,000 
on a fee of $100,000 paid to Mr. Steuer for 


representing him in a case in which Torrio 
pleaded guilty to income tax frauds, Mrs. 
Steuer has been receiving $5,000 monthly 
from income and principal of a trust cre- 
ated in the will... 

* * * 


HE residue of the estate of Pelham St. 
George Bissell, President Justice of 
the Municipal Courts of New York City, is 
left in trust for his wife after whose death 
the principal is to be divided into trusts 
for their seven children, the eldest son re- 
ceiving two shares. The remainders go to 
their respective issue. From the share of 
one daughter is to be deducted $64,000, 
the value of the estate she received from 
Justice Bissell’s mother to the exclusion 
of his other children. This trust is to be 
of at least $5,000, however. <A hero of 
World War I and officer in numerous his- 
torical, patriotic and veterans’ bodies, the 
jurist made notable reforms in Municipal 
Court practice, establishing a part of the 
Court for hearing small claims and spon- 
soring a project whereby needy lawyers 
were assigned as trial counsel for indigent 
litigants. Justice Bissell named the Bank 
of New York as sole executor and trustee 
of his will, directing that the bank should 
receive commissions on real estate, even 
though unsold at the termination of the 
trust, on the assessed value thereof... 


Charles Francis Adams, noted West 
Coast financier and civic leader, appointed 
as executor and trustee The First National 
Bank of Portland, Ore., of which he was 
chairman of the board. Founder of the 
bank’s predecessor institution, Mr. Adams 
had been president of the Pacific Coast Gas 
Association, an officer in the Portland Gas 
Co., and, until a few months ago, president 
of the Oregon Mutual Life Insurance Co. 
His will bequeathes the oil paintings in his 
home to the Portland Art Association, sub- 
ject to his wife’s right to keep them in 
her home. The residue of the estate, esti- 
mated at $300,000—Mr. Adams had dis- 
posed of most of his property by gifts over 
a period of years—is placed in trust, one 
half of the income to be paid to his wife, 
the other to two children equally. Mrs. 
Adams is to have free occupancy of their 
residence, the upkeep costs to be met from 
the trust income. Upon her death, the 
principal is to go to the children in equal 
shares or, if they should predecease the 
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wife, to the persons named by them in 
their wills . 


One of the developers of Diesel engines 
for submarines in World War I, James A. 
Seymour died recently after a long career 
as manufacturer of such engines as well 
as steam ones. He formerly was president 
and chairman of the McIntosh & Seymour 
Corp., which in 1929 became a subsidiary 
of the American Locomotive Co. and later 
was merged with it. In his will, Mr. Sey- 
mour named H. D. Noble and Central Han- 
over Bank & Trust Company of New York 
as co-executors and co-trustees ... 


* * &* 


«sy WOULD consider it more than unfor- 

tunate for me... that these... 
things . . . should reveal themselves to me 
as in the possession of some blithering sap- 
head,” is the fear expressed in his will by 
the noted actor William Gillette who died 
in 1987. He was referring particularly 
to his 144-acre estate on the Connecticut 
River, with its castle, three-mile miniature 
railway and two tiny locomotives, and the 
apprehension that in the beyond he would 
be conscious of the disposition of his proper- 


: MLivky ———, 
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TRUST SERVICE 
EXCLUSIVELY 


DETROIT TRUST COMPANY, with 
over forty-one years’ experience in 
every phase of trust business, is espe- 
cially qualified to serve in any situa- 
tion requiring a Michigan fiduciary. 


DETROITTRUST (OMPANY 


201 W. FORT STREET Detroit, Michigan 


Custodian 
Trustee for Corporations 


Executor Trustee Registrar 


Transfer Agent 
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ty. The First National Bank of Hartford, 
the fiduciary named in the will, has solved 
the problem by selling the castle and land 
to the State of Connecticut for $30,000, to 
be used as a park and bird sanctuary. The 
railway had been sold to an amusement 
park ... Torn pieces of paper recovered 
from a cellar waste box were recently ad- 
mitted to probate in Queens County, New 
York. The decedent’s wife, beneficiary of 
the will, which disposes of an estate of 
more than $20,000, successfully overcame 
the contention of a daughter that the de- 
cedent had desired to destroy the will .. . 
There were 31 codicils to the 45-year old 
will of the Rev. Charles Baskcomb, of II- 
chester, England, at the time of his recent 
death. He had outlived most of the ori- 
ginal beneficiaries of the £24,000 estate... 
A 700-page trustees’ accounting has been 
filed in a Newark, N. J., court, represent- 
ing the first accounting since the trust was 
established in 1904. The papers, which 
took a year to prepare, show that the de- 
cedent, Abraham Wolff, a partner in the 
New York banking firm of Kuhn, Loeb & 
Co., left an estate of $6,808,000 and the 
beneficiaries had received $12,896,000 dur- 
ing the last 40 years... 


Roland L. Taylor, member of Dillon, 
Read & Co. of Philadelphia, named the 
Girard Trust Company of the latter city as 
co-executor and co-trustee under his will. 
He was a former member of the executive 
committee of the American Bankers Assn. 
Trust Division. 


re, een 


New Life Insurance Gains 


New life insurance for August was 21.8 
per cent more than for August of 1942, ac- 
cording to The Association of Life Insur- 
ance Presidents. The amount for the first 
eight months of this year was 3.6 per cent 
more than for the corresponding period of 
last year. 


a 


Pennsylvania Trust Funds Dip 


Trust funds administered by trust de- 
partments of state institutions in Pennsy]l- 
vania totaled $3,849,539,074 on June 30, 
1948, a drop of $78,532,311 from the previ- 
ous year, according to figures released by 
the Commonwealth’s Department of Bank- 
ing. Corporate trusts also declined, to 
$4,400,942,155 from $4,531,671,097. 
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PERSONNEL CHANGES 


CALIFORNIA 


San Diego—Gustave Mueller has resigned 
as assistant cashier and assistant trust of- 
ficer of the FIRST NATIONAL TRUST & 
SAVINGS BANK. 


FLORIDA 


Miami—Laurence Romfh has been elected 
vice president of the FIRST NATIONAL 
BANK and in addition vice president and 
trust officer of the affiliated LITTLE RIVER 
BANK & TRUST CO. He is the son of Ed- 
ward C. Romfh, founder, president and 
chairman of the boards of both institutions, 
as well as two others. 


GEORGIA 


La Grange—Lewis Price, president and 
trust officer of the CITIZENS & SOUTH- 
ERN BANK, has resigned to become asso- 
ciated with the Calloway Mills, a textile 
concern. 


INDIANA 


Lafayette—I. Floyd Garrott, member of 
the board, has been elected president of 
the FIRST NATIONAL BANK & TRUST 
CO. Messrs. Schnaibel, Nelson, Webb and 
Hollensbe, who had recently resigned their 
executive positions, were re-elected and now 
continue in their former posts. Mr. Garrott 
is also president of the Battle Ground State 
Bank and the Fowler State Bank. 


KANSAS 


Wichita—B. M. Lester, vice president and 
trust officer, has been named a director of 
the FIRST NATIONAL BANK. 


KENTUCKY 
Madisonville—Harold A. Wynn has re- 
signed as trust officer of the KENTUCKY 
BANK & TRUST CO, to become vice pres- 
ident of the UNION NATIONAL BANK 
in Providence, Ky. 


MASSACHUSETTS 


Hingham—Seth Sprague has been elected 
president of the HINGHAM TRUST COM- 
PANY, succeeding the late E. L. Curtiss. 
Associated with the trust company for 30 
years, Mr. Sprague has been active in the 
Massachusetts Bankers Association and the 
Suburban Bankers Association. 
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IN TRUST INSTITUTIONS 


MICHIGAN 


Kalamazoo—Charles S. Campbell of 
FIRST NATIONAL BANK & TRUST CO. 
has been elevated from president to chair- 
man of the board after having served with 
the bank 53 years. 

MISSISSIPPI 

Laurel—D. U. Maddox has been advanced 
from executive vice president to president 
of the COMMERCIAL NATIONAL BANK 
& TRUST CO., succeeding Vern C. Rut- 
ledge. T. G. McCallum, vice president and 
director, elected chairman of the board. 


Meridian—William Shirley Hiatt, former- 
ly National Bank Examiner in this Reserve 
Bank district, has been elected president of 
the CITIZENS NATIONAL BANK, succeed- 
ing Paul Brown, advanced to chairman. 


MISSOURI 


St. Louis—Carl L. A. Beckers, of the in- © 
vestment department of the ST. LOUIS 
UNION TRUST CO., has been named an 
assistant secretary. 


NEW JERSEY 


Atlantic City—Elwood F. Kirkman, for- 
merly Solicitor of the BOARDWALK NA- 
TIONAL BANK, has been elected president, 
succeeding T. E. Lapres. 

Camden—John H. Annis, vice president 
of the CAMDEN TRUST COMPANY, has 
been elected executive vice president. Clif- 
ford A. Baldwin was elected vice president 
specializing in the administration of trust 
estates. Mr. Baldwin is president of the 
Camden County Bar Association and has 
served with distinction as Judge of the 

- Court of Com- 
mon Pleas and 
Orphans’ 
Court of Cam- 
den County. 


Nutley— 
Everett C. 
Stevenson, 
since 1934 
trust officer of 
First National 
Bank of Bound 
Brook, has 
been _ elected 
cashier and ex- 
ecutive officer 
of the FIRST 
NATIONAL 
BANK. 


N. E. MUDGE 
Newly elected V. P.-T. O. of 
Citizens Natl. Trust & Svgs. Bk. 
of Los Angeles. 





NEW 
New York—Robert A. Jones has resign- 
ed as a Vice President in the trust dept. 
of GUARANTY TRUST COMPANY to re- 
sume the practice of law. He has formed a 
partnership with Edward C. Rowe in Ham- 
ilton, New York, and the firm, which will 
be known as Rowe & Jones, will have of- 
fices in Hamilton and in Norwich. Before 
joining the Guaranty in 1928 Mr. Jones 
was associated with the New York law 
firms of Rathbone, Perry, Kelley & Drye 
and Davis Polk Wardwell Sunderland & 
Kiendl. Mr. Rowe was formerly in charge 
of the Legal Department of The Borden 
Company and had been associated with the 
New York law firm of Milbank, Tweed & 
Hope. 


New York—Howard C. Judd has been ap- 
pointed assistant trust officer of the GUAR- 
ANTY TRUST COMPANY. 


New York—J. P. MORGAN & CO. INC. 
announces that Sidney Lanier has been pro- 
moted from treasurer to vice president and 
treasurer, and R. Gordon Wasson from assis- 
tant secretary to vice president. Mr. Lanier 
has been with the Morgan firm since 1925. 
Mr. Wasson, a graduate of the Columbia 
School of Journalism, has been a member 
of the Morgan bank since 1934. 


New York—Captain Geoffrey V. Azoy, 
formerly trust officer, and Mr. George L. 
Farnsworth, were appointed assistant secre- 
taries of CHEMICAL BANK & TRUST 
Co. Captain Azoy entered active service 
with the Coast Artillery in April, 1942, and 
_ was recently retired to inactive status. 


Olean—William F. Staples of Meriden, 
Conn., has been chosen vice president and 
investment officer of the EXCHANGE NA- 
TIONAL BANK, succeeding the late F. H. 
Winkler. 


Silver Creek—Nahum B. Pratt, a director 
of SILVER CREEK NATIONAL BANK, 
has been elected president, succeeding the 
late Frank H. Clement. L. Harold Clement 
has been advanced from vice president and 
assistant trust officer to executive vice presi- 
dent and assistant trust officer. 


YORK 


OHIO 


Cincinnati—Earl J. Walton has _ been 
named a vice president of THE CENTRAL 
TRUST COMPANY. Prior to his connec- 
tion with the bank he was legal advisor for 
the loan-closing dept. of the Federal Land 
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Bank, Wichita, Kan.; served as national 
bank examiner of the Seventh Federal Re- 
serve District and up until joining Central 
Trust as trust dept. examiner of national 
banks throughout the middle West. 


Cincinnati—John E. Robertson, formerly 
trust investment officer of FIRST NA- 
TIONAL BANK, has joined the Wm. Earls 
Agency of Connecticut Mutual Life Insur- 
ance Co. in their estate planning depart- 
ment. 


PENNSYLVANIA 


Bellevue—Guy P. Porter, secretary-treas- 
urer, has been elected president of the 
Board of BELLEVUE SAVINGS & 
TRUST CO., to succeed Arthur Barrett, 
now chairman. S. H. Garvin advanced to 
trust officer. 


Palmyra—John L. Witmer, treasurer, as- 
sistant secretary and assistant trust officer 
of the VALLEY TRUST CO., has been in- 
ducted into the U. S. Army. 


Philadelphia—Paul A. Carr of the GIR- 
ARD TRUST CO., has been elected assis- 
tant secretary in charge of the trust de- 
partment’s securities clearings section. 


Philadelphia—Vincent E. Furey, trust 
officer of the CORN EXCHANGE NA- 
TIONAL BANK & TRUST CO., has been 
named assistant cashier. E. Russell Bon- 
sall promoted to trust officer; William J. 
Ramage and Harry Selheimer are newly 
appointed assistant trust officers. 


Pittsburgh—Richard H. Wells, formerly 
an officer of the State-Planters Bank & 
Trust Co., Richmond, Va., has been elected 
vice president of the FARMERS DEPOSIT 
NATIONAL BANK. 


Pittsburgh—Gwilym A. Price, president 
of the PEOPLES-PITTSBURGH TRUST 
CO., has resigned to become vice president 
in the Westinghouse Electric & Manufactur- 
ing Co. He will continue as a director of 
the bank. Mr. Price has been president of 
Peoples-Pittsburgh since January, 1940, fol- 
lowing 3 years as its vice president in charge 
of trusts, having been a trust officer since 
1923. J. O. Miller, senior vice president and 
chairman of the executive committee, will 
serve as acting president until a successor 
is elected. 
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Robert D. 
Ferguson has 
been elected 
vice president 
in charge of 
trustee. Be. 
Ferguson is a 
graduate of 
Harvard Law 
School and 
Babson Insti- 
tute of Busi- 
ness Adminis- 
tration and is 
a member of 
the law firm of 
Patterson, 
Crawford, 
Arensberg & Dunn. 


ROBERT D. FERGUSON 


TEXAS 


Houston—David Weintraub, a graduate of 
Boston University and Florida University 
Law School, has been elected assistant trust 
officer of the SAN JACINTO NATIONAL 
BANK. 


Houston—George Hamman has been ele- 
vated from vice president to president of 
the UNION NATIONAL BANK, succeeding 
the late R. M. Farrar. Mr. Hamman has 
been a director of the bank since its organ- 
ization in 1910, and was active vice presi- 
dent of the Union Bank & Trust Co. before 
it became the Union National. 


Dallas—S. Marcus Greer, former vice 
president of the City National Bank of 
Houston, has been elected vice president of 
the MERCANTILE NATIONAL BANK. 
John M. Griffith, former president of City 
National Bank of Taylor, succeeds Mr. 
Griffith. 


VIRGINIA | 


Richmond—John C. Davis, assistant vice 
president, has become director of public 
relations of the STATE PLANTERS 
BANK & TRUST CO., succeeding Richard 
H. Wells who is now with Farmers Deposit 
National Bank in Pittsburgh. 


WISCONSIN 


Oshkosh—George Greeley, secretary and 
trust officer of the FIRST NATIONAL 
BANK, has resigned and is now with the 
Wisconsin Axle Division of the Timken- 
Detroit Axle Co. 


CANADA 


Toronto—Howard A. Eaton has been ap- 
pointed manager of the Toronto branch, 
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CROWN TRUST COMPANY, succeeding 
J. Ragnar Johnson. E. E. Meadows is the 
new manager at the Toronto branch of the 
EASTERN TRUST COMPANY. A. B. 
Ramsay has been made manager of GUAR- 
ANTY TRUST COMPANY OF CAN- 
ADA’S Toronto branch. 


()- = 


Now It’s “Colonel O’Brien” 


Many a trustman who met John G. 
O’Brien at a conference or at his desk as 
vice president and trust officer of the Com- 
mercial National Bank of Shreveport, La., 
will welcome his recent advancement from 

major to lieu- 

tenant colonel 

in the Army of 

the U.S. Na- 

tive of New 

Zealand, he 

served with 

their expedi- 

tionary forces 

from 1914 to 

1918, from 

Egypt and 

Turkey to 

France and 

Belgium, was 

at the historic 

P siege of Galli- 

J. G. O'BRIEN poli and decor- 

ated four times by Great Britain. Enlisted 

in the U. S. Army in July 1942 as a major, 

he promptly embarked for the Pacific where, 

he wrote us last March, he had “sojourned”’ 

in New Caledonia, the Hebrides, Australia 

and New Zealand. With typical ebullience 

he apologized for being unable to make the 

last Trust Conference as “we have tacitly 

agreed out here to cut down our jaunts to 

New York City for the time being, to con- 

serve gasoline.” But his hope that “we’ll 

all be back for the next one” looks pretty 

promising now, and we'll sure have the 
latchstring out, Colonel! 


a 


News Roundup 


In order to conserve paper, time and en- 
ergy, the California Bank of Los Angeles 
has begun to issue a monthly “News 
Roundup” of items of interest from the 
Bank, rather than releasing separate items 
as they occur, since most banking publica- 
tions are monthlies. This is an excellent 
idea and in the national interest. 
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TRUST INSTITUTION BRIEFS 


Gadsden, Ala—THE AMERICAN NA- 
TIONAL BANK has been granted trust 
powers under Section 11 (k), Federal Re- 
serve Act. 


Los Angeles, Cal.—A. L. Lathrop, vice 
president of the UNION BANK & TRUST 
CO. has celebrated his 25th anniversary with 
this company, having joined the Union Bank 
in 1918 to organize the trust department, 
and since that time been in charge of it. 
Mr. Lathrop is a member of the board of 
directors and executive committee, and is 
a former president of the California Bankers 
Assn. 


Los Angeles, Cal.—F rank H. Schmidt, vice 
president and trust officer of CALIFORNIA 
TRUST COMPANY, has been elected chair- 
man of the Southern California Trust Offi- 
cers Association. 


San Francisco, Cal.—Announcement has 
been made of the acquisition of the First 
National Bank of Stockton by THE AMER- 
ICAN TRUST COMPANY, which operates 
63 branches in key cities throughout North- 
ern and Central California. 





KENDE GALLERIES 
at GIMBEL BROTHERS 


33rd Street & Broadway 
New York, N. Y. 


SALES at PUBLIC AUCTION 
for ESTATES 


The Kende Galleries offer unparalleled 
facilities for selling estates. Sales at 
public auction may be held either in 
the Galleries’ spacious rooms on the 
llth Floor of Gimbel Brothers, or at the 
famous Jay Gould mansion, 579 Fifth 
Avenue, at 47th Street. Cash advances 
on properties for estates in need of ad- 
ministration expenses or taxes will be 
made. All sales are given unusually 
large coverage in newspapers and 
magazines. Write or phone for infor- 
mation about the additional advantages 
offered by the Kende Galleries, 
Pe. 6-5185. 
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Washington, D. C.—The Fiduciaries Sec- 
tion of the District of Columbia Bankers 
Assn., under the chairmanship of Earl G. 
Jonscher (AMERICAN SECURITY & 
TRUST CO.), is planning an active program 
for the coming year. One of its more im- 
portant activities will be collaboration with 
a Bar Association committee on proposed 
changes in local probate law. T. Stanley 
Wills (NATIONAL METROPOLITAN 
BANK) is chairman of the Section’s Com- 
mittee for this purpose. 


Boise, Idaho—Articles of incorporation 
for a new state bank, to be known as the 
Idaho Bank & Trust Company, have been 
filed at the office of the Commissioner of 
Finance. 


Chicago, Ill.—Metropolitan Trust Com- 
pany has been upheld by the State Supreme 
Court in its contention that the Small Loans 
Act is unconstitutional in requiring small 
loan companies to rediscount customers’ 
notes only with “banks.” Attorneys Roth- 
bart and Rosenfield contended, successfully, 
that this deprived “trust companies” of 
property without due process of law. 


Louisville, Ky.—Hugh E. Powers, cashier, 
LINCOLN BANK & TRUST CO., was ele- 
vated to the presidency of the National As- 
sociation of Bank Auditors and Comptrollers 
at their September annual meeting. 


St. Louis, Mo.—THE FRANKLIN-AMER- 
ICAN TRUST CO., a non-receiving deposit 
institution, liquidated its trust department 
on Aug. 12, 1943, and has been removed 
from the record of going institutions. 


Newark, N. J.—John W. Kress, vice presi- 
dent and trust officer of the HOWARD 
SAVINGS INSTITUTION, was advanced 
from second to first vice president of the 
New Jersey Savings Banks Association. 


Watertown, N. Y.—THE WATERTOWN 
NATIONAL BANK has absorbed the Jef- 
ferson County National Bank and is now 
occupying the latter’s building. 


Cincinnati, Ohio—An unusual trust fund 
administered by the FIFTH THIRD UN- 
ION TRUST COMPANY is the Charlotte 
R. Schmidlapp Fund which was set up in 
1907 by her father, Jacob G. Schmidlapp in 
her memory after she was killed in an acci- 
dent. Its purpose is to assist healthy, 
worthy and intelligent young women to com- 
plete their education and prepare themselves 
for useful service. The fund has increased 
in book value from $250,000 to $827,400. The 
disbursements, approved by a Committee on 
Distribution are considered neither an out- 
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right gift nor a loan in the usual sense of 
the word, but the beneficiary understands it 
as a normal obligation and should be re- 
turned so that other young women may en- 
joy like benefits. The prospects of active 
operation of this humanitarian service for 
womanhood for many years seems certain. 


Philadelphia, PaA—THE FIRST NATION- 
AL BANK has moved into its new banking 
home, the banking house built in 1927 for 
Drexel & Co.—J. P. Morgan & Co., at 15th 
and Walnut streets, patterned after the 
Palazzo Strosci at Florence, Italy. 


Charleston, W. Va.—George Ward, vice 
president and trust officer of the CHARLES- 
TON NATIONAL BANK, has been elected 
first vice president of the State Bankers’ 
Association. 
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IN MEMORIAM 


ROBERT BURNS MOTHERWELL, II, 
president of the Wells Fargo Bank & Union 
Trust Co., San Francisco, Cal. He had for- 
merly been connected with the Federal Re- 
serve Bank in San Francisco, Los Angeles, 
Salt Lake City, and also was an officer of 
the Order of the Crown of Belgium. 


JOHN PHINIZY, vice president of the 
Georgia Railroad Bank & Trust Co. of Aug- 
usta, Ga. He had been active as chairman 
of the trust committee from the time of its 
organization in 1929 until he resigned to 
become a member of the finance committee. 


PERRY E. WURST, executive vice presi- 
dent of the Manufacturers & Traders Trust 
Co. of Buffalo, N. Y. He was named a mem- 
ber of the Banking Board of the State of 
New York when it was organized in May, 
1932 and was a member at the time of his 
death. Mr. Wurst joined the old Fidelity 
Trust Company on June 1, 1913 as trust 
officer, became treasurer in 1915 and vice 
president in 1918. When the Fidelity merged 
with Manufacturers & Traders Trust in 
1925 he continued in that capacity with this 
institution and was made executive vice 
president in 1927. 


LESTER A. KRAUSHAAR, personal 
trust officer of the Chase National Bank of 
New York, N. Y. 

W. CARTER GRINSTEAD, trust officer 
of the National Bank of Commerce, Hous- 
ton, Tex. Prior to his connection with the 
bank he had served nearly 15 years as a 
referee in bankruptcy for the Fifth Circuit 
of the United States Court. 


MANUFACTURERS TRUST COMPANY 
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The Manufacturers Trust Company, New 
York City, has opened a portable branch 
bank in Brooklyn Navy Yard. By means 
of cranes, the entire structure can be trans- 
ported to any part of the Yard in order 
to accommodate the tens of thousands of 
Navy Yard employees. Matthew McKen- 
ney, Jr., is in charge of the branch which 
at the present time offers only limited 
banking services comprising deposit ac- 
counts, cashing of checks, sale of money 
orders and similar facilities. If the need 
arises these services may be expanded. 


—( 


To Study Banking Laws 


Members of the Commission on Revision 
of the Banking Laws of Delaware, pro- 
vided for by a recent joint resolution, in- 
clude the following trustmen: Paul D. 
Lovett of Delaware Trust Co.; Joseph W. 
Chinn, Jr., of Wilmington Trust Co.; and 
George C. Hering, Jr., director of Security 
Trust Co., all of Wilmington. 


0. 


J. C. Darby, formerly assistant manager 
of the Frederica branch of the DELA- 
WARE TRUST COMPANY of Wilming- 
ton, has been appointed State Bank Com- 
missioner. 
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EDWIN M. ALLEN 
President, Mathieson 
Alkali Works, Inc. 


EDWIN J. BEINECKE 
Chairman, The Sperry & 
Hutchinson Co. 


EDGAR S. BLOOM 
President, Atlantic, Gulf and 
West Indies Steamship Lines 


LOU R. CRANDALL 
President, George A. 
Fuller Company 


CHARLES A. DANA 
President, Spicer 
Manufacturing Corp. 


HORACE C. FLANIGAN 
Vice-President 


JOHN M. FRANKLIN 
New York City | 


CHARLES FROEB 
Chairman, Lincoln 
Savings Bank 


PAOLINO GERLI 
President, 
E. Gerli & Co., Inc. 


HARVEY D. GIBSON 
President 


JOHN L. JOHNSTON 
President, 
Lambert Company 


OSWALD L. JOHNSTON 
Simpson Thacher & 
Bartlett 


CHARLES L. JONES 
The Charles L. Jones 


Company 


SAMUEL McROBERTS 
New York City 


JOHN P. MAGUIRE 
President, John P. 
Maguire & Co., Inc. 


Cc. R. PALMER 
President, Cluett, 
Peabody & Co., Inc. 


GEORGE J. PATTERSON 
President, Scranton & 
Lehigh Coal Co. 
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TRUSTS 


MANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition as at close of business 


September 30, 1943 


RESOURCES 


Cash and Due from Banks 
U. S. Government Securities 
U. S. Government Insured F. H. A. 
Mortgages 
State and Municipal Bonds... . 
Stock of Federal Reserve Bank. . 
Other Securities pica tas 
Loans, Bills Purchased and 
Bankers’ Acceptances......... 
Mortgages . . ae 
Banking Houses .. . os 
Other Real Estate Equities ..... 
Customers’ Liability for Acceptances . 3.242,763.67 
Accrued Interest and Other Resources . 5,044,140.37 


$1,603,251,171.06 


$333,256,410.25 
821,671,217.62 


7,840,218.22 
26,469,998.23 
2,229,200.00 
29,676,473.25 


345,512,944.63 
13,880,969.56 
12,307,280.15 
2,119,555.11 


LIABILITIES 


Preferred Stock . . . . . $ 8,307,640.00 
Common Stock . . - 32,998,440.00 


Surplus and 
. Undivided Profits 


Resumen. See 
Dividend on Common Stock 
(Payable October 1, 1943) 
Dividend on Preferred Stock 
(Payable October 15, 1943)...... 
Outstanding Acceptances ........ 
Liability as Endorser on erewoue 
mee Peres TAME 6 cc tec cee 274,102.55 
«PEP TPETETERETETET TS 


$1,603,251,171.06 


88,591,694.50 
6,584, 195.76 


47,285,614.50 


824,959.50 


207,691.00 
3,551,424.64 


and ESTATES—October 1943 


United States Government and other securities carried at $232, 199,951.47 are pledged 
to secure U. S. Government War Loan Deposits of $201,224,463.85 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Chairman, 
Trust Committee 


GUY W. VAUGHAN 
President, Curtiss-Wright 
Corporation 


HENRY C. VON ELM 
Vice-Chairman of the Board 


ALBERT N. WILLIAMS 
President, Western Union 
Telegraph Company 


ee ee we ee ee ee 
Chairman, General 
Bronze Corporation 
HAROLD V. SMITH 
President, Home 
Insurance Co. 
ERNEST STAUFFEN 


Principal Office: 55 Broad Street, New York City 
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European Representative Office: 1, Cornhill, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 


Both Common and Preferred shares have a par value of $20 each. 
The Preferred is convertible into and has a preference over the 
Common to the extent of $50 per share and accrued dividends. 





2» : 


ROGRACO} 
TION of 
ROMO el _ 
OW ZBZBA INOS me 


THE CASE FOR THE TRUST DEPARTMENT 


Interpreting the Functions, Needs and Opportunities 
to Bank Associates 


JOSEPH P. CUMMINGS 


Vice President and Trust Officer, First National Bank of New Rochelle, N. Y. 


Mr. Cummings here is preaching what he has practiced. Not long ago 


he made to his directors and officers such a talk as described here; this 
article, in fact, is built around his notes. Elsewhere in this issue, Louis 
Headley’s strong, straight talk to bankers is reproduced. “Know Your 
Trust Department!” was his theme. Mr. Cummings’ contribution gives an 
excellent application. An outline of points to be covered, occasionally with 
illustrative detail, it is a demonstration of how one trust officer brought 
trust knowledge to his commercial banking associates—and a call-to shed 


diffidence and do likewise!—Editor’s Note. 


HE trust executive’s functions 
certainly include the active pro- 
motion of his trust department as 


well within as beyond his 
institution’s walls. Ap- 
proved promotional ac- 
tivities for the trust of- 
ficer include the organi- 
zation, with the presi- 
dent’s sponsorship, of 
meetings of general bank 
personnel at which the 
trust department’s work 
is described with appro- 
priate enthusiasm; also 
the delivery to the Board 
of Directors of brief 
sales-talks on various 
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phases of the services offered by the 
trust department. 


Presentation of the case for the trust 


department to bank asso- 
ciates might indeed be 
rated first in importance of 
a trust man’s duties. Re- 
lations between the banking 
department officers and the 
trust department officers of 
many banks are not always 
happy; there is sometimes 
overt antagonism between 
the two, much of it due to 
lack of information on the 
part of bank officers con- 
cerning trust functions. 
The trust services rendered 
in their own institutions re- 
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main as much a mystery to them as to 
the public. Many commercial bankers 
have become reconciled to the mistakes 
which resulted in the debacle of 1929 to 
1934: charge-offs have been absorbed and 
forgotten; they speak with contempt of 
the “promoters” or psuedo bankers of the 
past and admire the conservatism of the 
present. These same officers have not 
forgotten, however, the unfortunate in- 
vestment practices of the past in some 
trust departments (often under pressure 
of the investment affiliate) ; they still talk 
of past surcharges—r criticize the ultra- 
conservatism of today’s trust investment 
policies. 

This situation does no good to the bank 
as a whole, and the responsibility for it 
lies in part with the trust men. Perhaps 
the most constructive step is to arrange 
for talks to be given by the trust officer 
to the directors and officers, and in some 
cases the employees of his own institu- 
tion. A negative approach to any sub- 
ject is undesirable, especially where one 
seeks to sell his own activities to others. 
However, it is proper to discuss with 
frankness the criticisms which are 
known to exist, since misunderstandings 
are based on lack of knowledge or things 
known “that ain’t so.” Following is the 
outline of the series of talks presented in 
our bank to officers and directors. (Talks 
to employees are separate in scope and 
attendance.) 


WHY A TRUST DEPARTMENT 


USTIFICATION of the existence of 
trust departments in banks is primar- 
ily related to earnings, which are the con- 
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cern of the stockholders and the directors. 
Since the first exercise of trust powers 
by corporations in the early part of the 
nineteenth century, personal fortunes 
grew in size and number, and the need 
became greater for that permanence and 
stability which the individual trustee can- 
not supply. The tremendous expansion 
of industry with its incident require- 
ments of financing on the million dollar 
scale also brought the demand for perm- 
anence and stability for corporate trusts. 
Banks afford those requirements and to- 
day there are few outstanding banks in 
the country which do not conduct a trust 
business. Among the reasons for the es- 
tablishment and continuance of trust de- 
partments are cited: the rendering of 
complete service to bank customers; the 
pressure of competition; and the need of 
the community for trust services. 

In spite of imperfections, the affilia- 
tion of trust departments with banks is 
the best arrangement known, and the in- 
tangibles resulting from the operations of 
a successful trust department may be 
more important than the department’s 
net profits. There are many bankers and 
trust men who are confident that the sat- 
isfactory earning records of a substantial 
number of trust departments can be 
equalled by—we will say—their own de- 
partments. In the present period of de- 
clining bank loans and low interest rates, 
trust departments are being promoted as 
an additional source of income. Inade- 
quate fees have been increased by legis- 
lation, group action and reappraisal of 
the value of the services rendered. Rare- 
ly is trust business accepted today on the 
ridiculous compensation—or even ac- 
commodation—bases once prevalent. 


The trust officer has a service to sell, 
which is the best there is. Assume that 
he is no more skilful than an abler-than- 
average individual fiduciary—relative, 
friend, or attorney. He does have the 
financial responsibility of his institution, 
continuity of existence and the benefits 
of group judgment. Fees of corporate 
trustees are no higher than those allowed 
individuals; the trust officer can show 
benefits from his specialization, as well as 
savings in the cost of surety bonds and 
other expenses. 
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WHAT A TRUST DEPARTMENT DOES 


66 TRUST department consists of 
men and women whose collective 
job is the management of property for 
others.” The reiteration of this brief 
definition will do much to simplify the 
activities of the trust department to those 
who may regard its operations complex 
or confusing. Protecting accumulations 
of property and handling the details of 
estate probate and trust administration 
has become highly complex. The unskilled 
must turn to the skilled—and the good 
workman must have proper tools. 

Bank directors, officers and employees 
need to know what a trust department 
can properly do. They should be advised 
what trust business is desirable and 
profitable and what trust business is not 
acceptable to the trust department. How 
many times has a bank officer enthusiasti- 
cally brought one of his customers to the 
trust department to discuss a possible 
trust arrangement, only to find that the 
matter under consideration is unaccept- 
able because of some undue responsibil- 
ity, improper purpose or inability to pay 
reasonable compensation for the work 
involved! Let a bank officer have one 
or two such experiences and it is not sur- 
prising if he thereafter refuses to con- 
cern himself with any phase whatsoever 
of trust department development. 


STANDARDS OF THE CORPORATE 
TRUSTEE 


WO of the very fundamentals of 

trusteeship are (a) financial respon- 
sibility, and (b) efficient operating stan- 
dards and practices. 

These two requirements can be most 
concisely explained by reading (with 
brief comments) from the statutes of 
your own state covering the exercise of 
trust powers, from Regulation F of the 
Board of Governors of the Federal Re- 
serve System entitled, “Trust Powers of 
National Banks,” and from “A Statement 
of Principles of Trust Institutions,” “A 
Statement of Policies for the Acceptance 
of Trust Business,” and the statements of 
principles as to relationships with the 
Bar and with Life Insurance Underwrit- 
ers, all adopted by the Trust Division of 
the American Bankers Association. 
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Justice Cardozo in Meinhard v. Salmon, 
249 N. Y. 458, summarized fiduciary 
standards in language so classical that it 
has become trite through freqeunt quo- 
tation, but never fails to move the lis- 
tener. He wrote: 


“Many forms of conduct permissible 
in a workaday world for those acting at 
arm’s length, are forbidden to those 
bound by fiduciary ties. A trustee is held 
to something stricter than the morals of 
the market place. Not honesty alone, 
but the punctilio of an honor the most 
sensitive, is then the standard of be- 
havior. As to this there has developed 
a tradition that is unbending and in- 
veterate. Uncompromising rigidity has 
been the attitude of courts of equity 
when petitioned to undermine the rule of 
undivided loyalty by the ‘disintegrating 
erosion’ of particular exceptions. ONLY 
THUS HAS THE LEVEL OF CON- 
DUCT FOR FIDUCIARIES BEEN 
KEPT AT A LEVEL HIGHER THAN 
THAT TRODDEN BY THE CROWD.” 


This explains why trust officers seem 
to lean over backward, when a positive 
course of action seems apparent to com- 
mercially trained men. In cold type the 
ideals expressed in these rules and regu- 
lations may appear uninteresting to the 
layman. To the trust officer each sen- 
tence serves as a text for an example, a 
case history, or a discourse. They are 
concise and definite; their language is 
studied and polished. Taken together, 
they summarize the essential proprieties 
of trust conduct. (The “Restatement of 
the Law of Trusts” can be used to ex- 
pand subjects of particular interest.) 
The trust officer uses these rules for his 


Trust services in keeping 
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largest and Richmond’s 
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1865. 
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own guidance and to explain to others 
the basis of his stand on any question. 
With familiarity through frequent study, 
the language of the “Principles” takes on 
the majesty of a ritual, impelling high re- 
solve in the trust officer. 

No trust officer who is not in full ac- 
cord with the standards set forth is 
worthy of his calling. The trust officer 
who lacks sufficient authority to make 
certain that these standards are rigidly 
adhered to in his own institution cannot 
honestly continue to offer its services or 
solicit further trust business. 


Gilbert T. Stephenson, Director of 
Trust Research of The Graduate School 
of Banking, addressed the American 
Bankers Association Convention in *1936 
in these words: 

“The banker has it largely within his own pow- 
er to give life to or make a dead letter of any set 
of standards affecting trust men that ever can be 
formulated. He can give life to any statement of 
obligations of the trust men by understanding 
himself that there are certain business and per- 
sonal standards peculiar to trust service and, 
therefore, different from those of banking, and by 
giving the trust man his moral support in living 
up to those distinctive standards. He can make a 
dead letter of any such statement by failing to 
understand it himself and by expecting or requir- 
ing of the trust man the doing of things that are 
contrary to the spirit, if not to the letter, of the 
statement.” 


There is no better way to place the 
standards of the trust department, and 
the safeguards provided to the affairs of 
others, on the proper level in the minds 
of bank associates than through reading 
to them from the classic literature of 
trusteeship. 


NOT A ONE-MAN JOB 


HE duties of the trust officer are “‘to 
manage, supervise and direct the 
activities of the trust department.” Even 
small trust departments are not “one- 
man” shops; all actions of any conse- 
quence must be taken only after the 
Board of Directors or the Trust Com- 
mittee has approved the proposed course. 
Their experience and judgment guides 
and rules the trust officer. Yet much is 
expected of the trust officer, for the char- 
acter of the trust department is gener- 
ally that of its head executive. 
To their associates, trust officers are 
not the paragons sometimes pictured. A 
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writer some years ago questioned wheth- 
er the advertising claims of trust insti- 
tutions were not overstated. He called 
attention to the fact that when the trust 
officer meets with his business and pro- 
fessional associates in daily life, the trust 
officer turns out to be a very ordinary in- 
dividual and not the superman who would 
be required to perform all the wonders 
claimed for trust administration. The 
existence of the ideal, however, is both 
indicative of the goal and the potentiali- 
ties for service. 


The attitude of the trust officer is prop- 
erly “professional”; his first duty is to 
the beneficiaries of his trusts. Although 
not required to be a lawyer, he will absorb 
much of the knowledge and professional 
spirit of that group. The successful 
trust officer is alert to new business op- 
portunities, but undeniable administra- 
tive demands upon his time and energy 
make it difficult for him to emphasize 
promotional activities. He must constant- 
ly work to attract new business by ren- 
dering the most efficient service possible 
to present customers, who in turn may 
be the bank’s best advertisement. For 
this reason the trust officer needs pub- 
licity agents—his bank associates. 


Details and Development 


HE common answer to the claim of 

detail work is that it should be dele- 
gated to the clerical staff. It is difficult 
for the trust officer to balance between 
the necessity of delegating purely clerical 
work and the duty of keeping faith with 
beneficiaries, for unless he is reasonably 
familiar with the details of each account, 
he can only babble and yammer—until re- 
lief in the form of an intelligent clerk 
comes—when a beneficiary calls to dis- 
cuss his problems. 


The professional character of the trust 
officer can best be used to obtain new 
business through his being built up in 
the minds of the bank customers as an 


expert. The best prospects for the trust 
department are the customers of the 
banking department, with whom the bank 
officers have close contact. The trust of- 
ficer, who is usually located away from 
the main banking platform, does not have 
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a ready opportunity to meet these cus- 
tomers unless they are brought to him. 
An endorsement of the trust department 
by the bank officer in whom the prospect 
has placed his confidence, carries great 
weight. The psychological advantages 
of having the prospect come to the trust 
officer to be advised and helped are im- 
measurable. A few minutes spent by the 
bank officer to introduce the trust officer 
as a specialist gives the trust officer the 
opportunity to prove his helpfulness 
without the usual sales resistance. 


The Way to Profits 


LL functions of a financial institution 

are directed toward the production 

of profits; that is, continued profitability. 

It is a business organization. (It may 

be pointed out that additional capital is 

rarely required for a bank to qualify for 
trust powers.) 

The trust officer is concerned as to the 
profits of his department, if only because 
his own compensation bears some 
(though maybe vague) relationship to 
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departmental profits. In the past, un- 
profitable fee schedules were often cut 
further for favored customers, on the 
false premise that one or two additional 
trusts result in no additional cost to the 
trust department and may be accepted at 
a reduced rate of compensation. But any 
unused time might be better spent in the 
development of new business than in ad- 
ministering non-profitable accounts. 
Furthermore, today’s “no cost” trusts 
may continue for years—into a period 
when they do cause additional costs. 
Many a time pressure is placed on the 
trust officer to reduce fee schedules be- 
cause of collateral business in other de- 
partments. The fact that this collateral 
business may disappear upon the death 
of the customer, or even before, while the 
unprofitable trust business may remain 
on the books for many years, has been 
given insufficient consideration. 

Related profits in other departments 
are often not sufficiently weighed in fix- 
ing the trust officer’s compensation. The 
trust officer, in many small-to-medium in- 
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stitutions, is the one person available to 
answer tax questions, interpret rulings 
affecting bank practices or advise on 
many personal and even corporate busi- 
ness matters. Time and again he is called 
upon to do so—with no credit against the 
charge of his entire salary to the trust 
department when the operating results 
for the year are figured. 


Investment and Business Management 


OMPLAINTS against ultra-conserva- 

tism in investment practices are 
often heard. It is alleged that trust de- 
partments are primarily concerned with 
their self-protection and as a consequence 
are prone to invest trust funds solely in 
high grade, low yield bonds, or are in- 
capable of operating going businesses. 
Horrible examples are pointed out of the 
unsuccessful results of the operation by 
trust departments of profitable business- 
es left in their care. If the trust instru- 
ment adequately expresses the intentions, 
desires, and directions of the grantor or 
testator, it is not necessary for the trust 
department to follow an unduly conser- 
vative policy. The trust officer may be 
dealing with a frozen instrument when 
apparently he is freezing property with- 
out rhyme or reason—under an instru- 
ment which fails to give sufficient expli- 
cit power to follow a businesslike course. 
The Trust Committee has no alternative, 
in the absence of specific directives, but 
to do those often stupid-seeming things 
that are required by law. New invest- 
ment criteria are developing in the law; 
but until statutes and court rules are 
liberalized, a trustee is duty bound to 
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comply with present requirements, even 
though they be outmoded. 

Profitable enterprises are built up by 
executives with superior ability in one 
field of endeavor. To expect the trust 
officer — whose compensation usually 
ranges in “the middle to high four figure 
bracket”—to continue the operating re- 
sults of an individual earning in “the 
middle to high five figure bracket” is 
somewhat ironical; yet with proper pow- 
ers in the trust instrument, organizations 
have been continued and profits sustained 
for years. Moreover, many examples of 
the rehabilitation of unprofitable and fail- 
ing businesses through the skill and ad- 
vice of the trust officer and the Trust 
Committee, operating with or without an 
adequate trust instrument, are recorded. 


Points to be Driven Home 


UTUAL assistance between trust 

officers and bank officers always re- 
sults in mutual benefits. Seldom can a 
satisfied trust customer, who also utilizes 
the services of the banking department, 
be lured away from his banking connec- 
tion. If the trust work is well done the 
bank may expect to retain collateral busi- 
ness for several generations; succeeding 
beneficiaries come to look upon the insti- 
tution as their financial home. 

if the banking department customer 
has had his estate plans carefully an- 
alyzed and arranged, the bank officer may 
avoid serious problems which can arise 
upon the death of a borrower. Forced 
liquidation demanded by the untimely 
death of a borrower is unpleasant. The 
borrower who has a will drawn providing 
for the operation of his business and has 
proper liquid assets (either securities or 
life insurance) for the payment of death 
taxes has created a machinery for order- 
ly liquidation; and long continuation of a 
profitable banking connection can be an- 
ticipated. Estate planning is one of the 
trust officer’s new fields, made vitally im- 
portant by the incidence of high income 
and death taxes. 

Finally there is the eloquent benefit of 
increased trust department earnings, ob- 
tainable through the active support of all 
bank officers, which can be carried direct- 
ly to that line of the bank’s quarterly 
statements entitled “Undivided Profits!” 
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A SATIRIST’S EYE VIEWS INVESTMENT ADVISORS 


Trust New Business Column 


Az. has been held perilously 
close to trustmen by a contemporary 
novelist. In John P. Marquand’s So Lit- 
tle Time the bank-officer-investment-ad- 
visor makes, we believe, his first full- 
length appearance in literature. The 
character portrayed is not identified 
specifically as a trust officer and we 
should be grateful for the omission. For 
Mr. Marquand is a satirist; he has drawn 
a caricature; he has drawn also, it may 
be surmised, upon some not too happy 
experience with a specimen of the genus 
Stuffed Shirt. 


Do we really wish to see ourselves as 
others see us, with our fallible aspects 
amusingly exaggerated? We might just 
as well take a look, for the book is a best 
seller, and hundreds of thousands of read- 
ers—including many thousands of trust 
prospects—will meet Milton Cooke. He 
appears in but one chapter (thanks be 
given!) entitled “‘Where the Initials are 
Marked in Pencil,” at the end of which 
he happily disappears. 

Jeffrey and Madge Wilson are expect- 
ing the Milton Cookes for dinner: 


Jeffrey had wanted to talk to Milton 
Cooke about investments, of course, be- 
fore he went to the Coast, and for some 
reason, which he could never get clear 
in his mind, having everything right was 
a part of the background when one talk- 
ed investments. There was a slight pro- 
fessional tenseness to everything, just 
as though the doctor were coming for a 
purely social visit, which demanded that 
you look fresh and healthy. 

“Oh, Jeff,” Madge said, and he stop- 
ped on the stairs. Madge had never lost 
the habit of calling him back just as he 
was leaving. “Jeff, you’ll remember to 
ask him about who is to take the exemp- 
tions, won’t you?” 

“Madge,” Jeffrey said, “I’ve told you— 
there’s no use bothering about that when 
nobody in God’s world knows what the 
income taxes will be next year.” 

“Well, Jeff,” Madge said, “it won’t do 
any harm. He’ll know more about it 
than you do.” 


ace 
vie 


“IT don’t want to make a damned fool 
of myself asking him such a question,” 
Jeffrey said. 

“Well,” Madge said, “just to please 
me, won’t you ask him?” 


He did not know why he should be 
sensitive about appearing financially 
foolish before Milton Cooke. After all, 
he did not have implicit confidence in 
Milton’s judgment, and yet he depended 
upon Milton because Milton was in the 
Standard Bank and knew about such 
things. What was more, Madge always 
depended on Milton, because Milton was 
what she described as “a man of bus- 
iness.” When Madge’s father had died, 
she had started right away having Mil- 
ton look after her things, because she . 
had to have somebody, and Jeffrey was 
not a man of business. It was true that 
Milton had sold some of Madge’s things, 
which had gone up later, and had rein- 
vested the proceeds in South American 
bonds and in a German department store 
with branches in Berlin, Munich and 
Hamburg. It had not seemed to Jeffrey 
a wise choice at the time; but then, Mil- 
ton had private sources of information. 
It was true that all the bonds defaulted, 
but as Milton said, that was water over 
the dam, and if you had distribution, you 
could cut losses. And Madge said it 
was water over the dam, too, and that no 
business man could always be right, al- 
ways, and besides, Milton was “in touch.” 


When people from the Internal Rev- 
enue Bureau began to call upon Jeffrey, 
after he had paid his income tax, with 
all sorts of questions which he could not 
answer, Madge had said that Milton 
ought to look after his things, too, 
because he was looking after her things. 
Besides, Milton was a friend—they had 
been in the same class at Harvard. Jef- 
frey had never known about this until 
Milton had told him one day, shortly 
after he began looking after Madge’s 
things, and shortly after that, Milton 
had asked him to lunch at the Harvard 
Club at one of the tables where there 
were waiters and not self-service. Short- 
ly after that, Milton had asked them 
to his apartment for a quiet little din- 
ner, and while Madge and Laura, Mil- 
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ton’s wife, talked in the other room, 
Milton had told Jeffrey what a headache 
everything was on Wall Street. There 
might have been a time, Milton said, 
when one man, with reasonable intelli- 
gence, could supervise his own savings, 
but now it was getting to be more and 
more of a science. Only the other day, 
Roger Newell—Jeffrey knew Rodge 
Newell, didn’t he?—well Rodge had come 
to him in an awful state, because his 
things were all mixed up; and the Sta- 
tistical Department at the Bank had 
looked over Rodge’s things, and then 
Milton had rechecked the suggestions. 
It changed Rodge’s whole setup. He had 
been in a very dangerous position, but 
now he was sixty per cent liquid and 
this was the time to be sixty per cent 
liquid. Milton didn’t care what Babson 
or what any other of those professional 
dopesters said, liquidity was the only 
safe position for the next six months, 
and Milton hoped that Jeffrey was li- 
quid, and particularly not tied-up in 
chemicals. And speaking of liquidity, 
how about a highball? Then Jeffrey 
asked Milton what about du Pont, and 
Milton asked if Jeffrey owned any. When 
Jeffrey said he did, Milton said that it 
was typical. Anyone like Jeffrey, who 
didn’t work downtown, would own du 
Pont—not that du Pont wasn’t a fine 
stock with a real potential leverage. It 
depended on what else Jeffrey had on 
his list. Then Milton said that he didn’t 
want to be personal, but why didn’t 
Jeffrey let him see the list and let the 
Statistical Department go over it. The 
things he had should after all be co- 
ordinated with Madge’s things—and af- 
ter that, Milton began handling Jeffrey’s 
things. Shortly before the fall of 
France, Jeffrey had suggested to Milton 
over the telephone that it might be well 
to sell some common stock, but Milton 
had said that now was the time to hold 
on with the big orders for heavy goods 
coming from France and England. When 
everything dropped, Milton had said you 
should take the long view. It was a mat- 
ter of holding on, and no time to be 
liquid. 


After this introduction, Milton Cooke 
appears. The dialogue that follows is too 
involved with plot development to be suit- 
able for separate quotation. It’s good, 
though !—and Milton remains a character 
quite positively not to be imitated. 
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I HIS is a good time to review your provisions for 
the future for those you cherish. Now ... not tomorrow, 


nor next week ... is the time to give your family the 


consideration you would give your business. 
Making a Will—/s YOUR Business 
Drawing a Will—I/s 2 Lawyer's Business 


Administering an Estate—acting as 
Executor and Tristee to carry out all of the provisions of 
the will and conserve your estate for loved ones 
through the years—Is OUR Business. 


Call in your attorney today and Ict one of our Trust Officers 
discuss with both of you a plan for which your family will 


be lastingly grateful. I 
SAPETY (Bcc 


The above ad of First National Bank and 
Trust Company of Tulsa was used in a 
double-barrelled way. As reproduced (sig- 
nature omitted) it was published in 
local newspapers. Then in a recent is- 
sue of The Oklahoma Bankers, it was re- 
published with the following note—ap- 
pealing to smaller banks throughout the 
State’ which lack trust facilities: “You 
can render an immeasurable service to 
many of your clients at this time, by point- 
ing out the necessity for making adequate 
provision to prevent excessive estate shrink- 
age. We invite you to have your clients 
avail themselves of the experience and ser- 
vices of our Trust Department.” 


“Rick” on F.A.A. Program 


Capt. Eddie Rickenbacker will be the 
featured speaker at the Wednesday (Oct. 
20) dinner of the Financial Advertisers 
Assn. meeting in Chicago, Tuesday, Wed- 
nesday and Thursday. Trust development 
sessions are scheduled for Tuesday and 
Wednesday afternoons. 





NEW BUSINESS 


THE BOOKLET SHELF 


“Conserving Your Wealth” 


Under the title, “Conserving Your 
Wealth,” the Fiduciary Trust Company of 
New York has published one of the most 
adult general trust booklets that we have 
seen in a long while. It is a “little book” 
in the strictest sense of the word: 48 pages 
of heavy book paper bound in boards. The 
type is large, the margins are wide—fea- 
tures which make for easy reading. One 
must push a little, nevertheless, to read 
the book through. Judicious use of color— 
in two forms—would have helped: spots of 
color in the printing and spots of color in 
the writing style. 


There is much that is thoughtful, even 
provocative, in the text. Such as the dis- 
cussion of “General Policy”: 


“To understand what this Trust Com- 
pany means by a general policy of invest- 
ment, it should first be recognized that in- 
vestments may be divided into two main 
classes: 


“Investments in money — consisting 
mainly of bonds, notes or mort;:ages, 
which are promises to repay money at 
some future date. 

“Investments in property—consisting 
mainly of shares of common stock repre- 
senting property; or of real estate or 
commodities.” 


And discussion follows as to the place 
and need of each in an investment funds. 
The segregation is carried forward to the 
chapter on “Compensation”: 


“Investments permitted under the New 
York statutes are limited almost exclusive- 
ly to certain kinds of real-estate mortgages 
and a restricted group of bonds. This means 


solely investments in ‘money.’ There is 
wide recognition of the undesirability of 
limiting investments to this one class, espe- 
cially under today’s rapidly changing eco- 
nomic conditions . . . Experience has shown 
that many men and women, when imposing 
wide investment discretion, to not wish the 
trustee’s organization to be limited by the 
relatively small income from fees which 
would be received under the provisions of 
the New York State laws. Rather, they 
prefer that their trustee should provide 
as good an organization for the purpose as 
seems practicable, and charge a fee suffi- 
cient to maintain it.” 
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“World Changes Call for Will Changes” 


Such is the title of a compact 12-page 
tiny book bearing the copyright of the City 
National Bank and Trust Company of Chi- 
cago. Printed in dark brown on light buff 
stock, it is pleasant to read; and both eye 
and mind are aided by subheadings, to cite 
which tells in brief the story of the book: 


“Change is the law of life.” 

“War accelerates the pace of change.” 

“The war upsets family life.” 

“The war upsets business and profes- 
sional life.” 

“The war upsets living costs, net return 
from investments, all kinds of tax cal- 
culations.” 

“The war upsets many arrangements for 
settling an estate.” 


“Time—And the Settlement of an Estate” 


Inexpensive but typographically attrac- 
tive (with a touch—not too much—of 
quaintness) is the monthly “Journal” of 
The Union & New Haven Trust Company. 
In the September issue is told the story of 
“TIME—And the Settlement of an Estate.” 
From the opening sentence the writing is 
easy and good-natured: 


“One thing which the hectic speed of 
modern life hardly seems to have touched 
is the tempo of probate court procedure. . 
The time-honored rule that an executor or 
administrator has a whole year in which 
to settle an estate does not on its face ap- 
pear to call for the kind of hair-trigger ac- 
tion customary in other businesses. The 
appearance, however, is deceptive. Actually 
an executor’s job calls for immediate action 
from the moment he qualifies.” 


Then follows a succession of staccato par- 
agraphs: “Time—and The Will;” “Time— 
and The Need for Cash;” “Time—and The 
Assembling of Assets;” “Time—and Taxes 
on the Estate;” and so on, to “Time—and 
an Executor’s Obligations’—which, it is 
pointed out, may never end, though the 
estate may have been judicially settled, so 
long as the executor lives. The “selling” 
is at the very end— 


““_in a story one of our friends told us 
recently. Newly removed from the city of 
the Connecticut countryside, he decided that 
the abundant crop of native stones on his 
place would make beautiful walls. So in 
his spare time he tried his hand at wall 
building. Dissatisfied with the result, he 
asked a neighbor who had some splendid 
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stone walls what was the secret of their 
construction. ‘Well,’ the neighbor replied, 
‘it’s like this. If you want to have a good 
stone wall, get your stones together, call 
in an old Yankee farmer who really knows 
how, and let him build your wall.’” 


“Pension Plans” 


The Chase National Bank of New York 
has published a 92-page book on “Pension, 
Bonus and Profit-Sharing Plans” written 
by Esmond B. Gardner and C. Jerome 
Weber, Second Vice President and Trust 
Administrator, respectively, and members 
of the New York bar. Apart from the 
cover and the title page, there is nowhere 
in this unusual bank publication a refer- 
ence to the Chase by name, any selling 
of its services in competition with other 
trust institutions or indeed any selling of 
institutional as opposed to individual trus- 
teeship. It is as dispassionate and objec- 
tive a presentation as we have ever read; 
it is clearly written, authoritative in tone, 
down to date (right to the last Treasury 
mimeograph on Social Security integra- 
tion) and utterly just in its presentation 
of the traditional methods: group annuities, 
individual annuity contracts and trustee in- 
vestment. If a criticism could be made, it 
would be that so nice a balance is main- 
tained as to these and other possibly con- 
troversial matters that a hesitant reader, 
looking for guidance, may well find his 
indecision heightened rather than resolved. 


The purpose obviously has been to write 
a definitive, fairly brief textbook on the 
subject of employee plans; this purpose has 
been well accomplished. The joint authors 
modestly call it a “summary,” designed “to 
present, in an impartial manner, basic in- 
formation ... to employers, attorneys, ac- 
countants, tax, management and industrial 
relations counsellors, insurance brokers and 
others.” 


——_———_o-—__—_ 


TRUST AGREEMENT — WAR STYLE 


The fiduciary field furnishes an excellent 
medium for War Bond advertising, in the 
adjoining copy of advertisement used in 
the New York papers in September by the 
Public National Bank & Trust Co. Atten- 
tion getting in format, it provides a unique 
conveyance for the message of the month— 
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the 3rd War Loan. Originated by an em- 
ployee of the trust department, Mr. Fay, it 
was first printed in the bank’s house organ, 
where it attracted the attention of the top 
executives. To their credit, they readily 
appreciated the value of its style and pre- 
sentation and adopted it for copy in the 
newspapers. It is a welcome change from 
the frequent admonitions to “buy more 
bonds” or the mere recital of the fact that 
they are available at banks, and typifies the 
potentialities of the trust appeal. (Above 
its signature, the bank offers advice as to 
issues best fitted for the purchaser who 
may arrange for subscription at any one 
of its 27 offices.) It is not merely novel, 
it is good copy, with facts and “supporting 
evidence” which should give rise to more 
purchasing of war bonds than even the 
cleverest slogan—or in the words of the 
Air Corps: “Mission Accomplished — Di- 
rect Hit Scored.” 





CA DECLARATION 


OF TRUST 


for EVERY AMERICAN 


Know Al Men By These 
Presents, that I hereby declare a TRUST for 


the benefit of my home, my family and our future, upon 
the following :erms and conditions: 


Through the purchase of WAR BONDS with my 
present savings and future income I give the same to 
UNCLE SAM, my Trustee hereunder, IN TRUST, 
NEVERTHELESS, for the following uses and purposes: 


(a) To supply the men who are fighting for ME, 
with the guns, the tanks, the planes, the ships 
and all the other innumerable implements of 
war without which they would stand helpless 
before a ruthless enemy, as have so many 
brave peoples in the past. 


To provide an investment for my savings and 
earnings which produces a generous rate of 
interest and is backed by the full faith and 
credit of the UNITED STATES GOVERN- 
MENT. 


To furnish financial security for me in later 
year: or provide those necessities and lux- 
uries which I will want to have when “the 
lights go on again all over the World.” 
3n CHitness Wihereot, 1 have hereunto set my hand 
and sealed this document with firm determination to 
buy as many WAR BONDS as I possibly can. 


John Doe (1. $.) 


(Bank’s signature omitted) 
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JOINT TRUST FOR CEMETERY FUNDS 


How the Fidelity-Philadelphia Trust Company Combines 
Funds for Efficiency 


described by M. D. HARTMAN, Trust Officer 


ITH the development of cost-ac- 

counting systems in trust compan- 
ies, administration procedure in small 
trusts has been given a great deal of 
consideration, prompted by an earnest de- 
sire to give the best possible service, and 
at the same time to keep the operating 
costs within the compensation, or, at 
least, to reduce the loss involved. 

The small trust for the care of indivi- 
dual cemetery or burial lots and graves 
has presented a most difficult problem in 
this respect. These have come in over a 
long period of years—generally as part 
of settlement of substantial estates— 
usually amounting to between $500 and 
$1,000, although many are even smaller. 
The problem of meeting costs of opera- 
tion for such small funds has always been 
a difficult one and has increased greatly 
in recent years. 

Through the years about seven hun- 
dred and fifty such trusts have been es- 
tablished with our Company alone and of 
these we are restricted to legal invest- 
ments in about four hundred and twenty- 
five accounts, aggregating over $400,000 
in amount, about one-half of which sum is 
invested in mortgage participations. 
Most of the other half has been invested 
in individual Government bonds, and in 
many cases the investment units have 
been as small as $50 each. 

Gradual liquidation of these participa- 
tions through amortization payments on 
the mortgages has resulted in receipt of 


very small amounts of cash in principal 
account. In an effort to maintain the in- 
come at a level as high as possible, such 
small items have been reinvested in a 
great many small lots of Government 
bonds. While this course has produced 
as much income for the trusts as could 
reasonably be obtained, except through 
purchase of small lots of common stocks, 
which, naturally, are not favored for 
trusts of this nature, the result has been 
a complicated and expensive matter for 
the trust companies. 


In 1940 we established a Discretionary 
Common Trust Fund, which has proved 
a very useful medium for the investment 
of small cash balances in cemetery trusts. 
A Legal Common Trust Fund was not set 
up at that time chiefly because of the 
premiums at which most securities legal 
for investment in Pennsylvania had been 
selling for some years. 


The issuance by the Government of its 
Series “G” Savings Bonds has enabled us 
to find a partial solution for the problem 
of small cemetery trusts restricted to 
legal investments as we have now been 
able to establish a legal Common Trust 
Fund, particularly for cemetery trusts, 
although we propose to admit in addition 
small perpetual trusts which are restrict- 
ed to legal investments. In the legal ac- 
counts it was possible for us to dispose 
of small items of Government and Muni- 
cipal bonds in three hundred and forty 
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accounts and produce cash for participa- 
tion in the Common Trust Fund of about 
$180,000. This fund was invested en- 
tirely in United States Government Ser- 
ies “G” 214% Savings Bonds. Our ac- 
count was started in December 1942 so 
that it was possible to divide the sum, in- 
vesting part of it in December 1942 and 
part in January 1943, and in that manner 
place the entire amount in Series “G” 
bonds. The Federal Reserve Bank ob- 
tained a special ruling for us from the 
Treasury Department, which enabled us 
to surrender a number of very small in- 
vestments in Series “G” bonds in the in- 
dividual cemetery accounts and receive 
their equivalent, without loss of the dis- 
count, in bonds of the same issue to be 
held in the Common Trust Fund. 

The interest return upon the participa- 
tions in the Common Fund is as good as 
could be obtained from a direct invest- 
ment in legal securities. Our legal fund 
provides for participation in $10 
amounts, so that the individual accounts 
can increase their participation in the 
fund without increasing the number of 
items to be serviced. By limiting parti- 
cipations in the Legal Common Trust 
Fund to perpetual trusts which will, 
therefore, never be withdrawn, it is our 
expectation that even though the time 
may come when the Government will dis- 
continue the Series “G” Savings Bonds 
and similar type investments cannot be 
secured, it will, nevertheless, be possible 
then to invest in long-term bonds without 
regard to changes in the money market, 
provided that such bonds can be bought 
at par or less. 


IN OREGON 


it’s the 


United States 
National Bank 


Head Office—Portland, Oregon 


26 Complete Banking Units in the State 


Resources over $300 Millions 
Member F. D. I. C. 
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This trust is not a difficult one to oper- 
ate. For example, we have in mind that 
after most of our accounts have worked 
into the fund, distribution of income 
amongst the participating trusts will be 
made annually. Then, too, our auditing 
problem is a very simple one, because of 
the nature of the fund. The revaluation 
on dates of admission to the fund we ex- 
pect to be quite simple as long as the 
account is invested entirely in Series G 
214s. As the trusts are perpetual, and 
there will be no withdrawals from the 
fund, the Series “G” bonds are appraised 
at par on dates of admission. 


Trust Training Course 


The following outline of a training course 
for trust department personnel, prepared 
by R. S. Davis, Assistant Trust Officer of 
Lincoln-Alliance Bank & Trust Co., Roches- 
ter, N. Y., was made available to us by Pres 
Reed of the Financial Advertisers Assn. 
The course is designed for 20 weekly ses- 
sions of three-quarters of an hour. 
Introduction 

Source & Scope of Powers & Business Or- 
ganization of Department; Policies, pro- 
cedures and forms; Court jurisdictions. 
Estates 

Will Analysis; Executor’s Duties, Com- 
missions & Accounting. 

Trusts 

Testamentary, Voluntary; Analysis of In- 
strument (Inventory, Investment Duties, 
Remittances and Statements, Powers. to 
amend or revoke, Termination, Commis- 
sions, Accounting); Powers of Substitutes. 
Guardian, Committee, Agent, Depository, 

Custodian 

Definitions, Duties, Powers, Accounting. 
Taxes 

Federal and New York, Income Tax Re- 
turns, Fiduciary Tax Returns. 

Operation of Investment Department 
Operation of Trust Committee 
General Topics 

Use of files, Importance of accurate lan- 
guage in letters and memoranda of legal ad- 
vice and of personality. 

Estate Planning 

Wills, Trusts (Living and Life Insur- 
ance), Custodian Accounts; Place of the 
trust officer, lawyer and life underwriter. 





TRUST OPERATIONS 


WILL BANKS BE TRUSTEES? 


Appraisal of Misgivings of Bank Presidents 
as to the Trust Business 


LOUIS S. HEADLEY 
President, Trust Division, A. B. A. and vice president, First Trust Co. of St. Paul State Bank 


ELATIONS with our banking de- 

partments or affiliations must be 
a matter of constant concern, for un- 
less trust business justifies itself as 
a legitimate and profitable part of 
the American banking system, corpo- 
rate trusteeship is in peril. If the 
bonds have not been thoroughly ce- 
mented, if doubts continue to divide 
or if misgivings still linger, now is 
the time to talk things over. 


About ten years ago certain agents, 
representing themselves as friends of the 
public, sought to bring about a divorce 
of trust business from banking, charg- 
ing incompatibility and occasional in- 
fidelity. The movement lacked only the 
essential requisite of popular support. 
The agitators proved to be pure inter- 
medlers. Trust customers were getting 
along well enough with the banks, and 
showed no disposition to make a change. 
Accordingly the charges were withdrawn 
and the whole matter dropped. 


Such rumblings as we now hear seem 
to come from the bank side of the fam- 
ily. Having successfully justified its 
conduct in the mind of its partner of a 
hundred years the banking business is 
occasionally asking itself whether its 
mate is all that she should be, whether 
she is bearing her full share of the load, 
and whether she is apt to be a trouble- 
maker if she remains in the family. With 
disturbing frequency we hear of bank 
presidents who look with apathy or even 
with avowed disfavor upon their trust 
departments and occasionally express the 
wish that they were rid of them alto- 
gether. I do not want to suggest a pre- 
valence of friction or discord which does 
not exist, but any differences which are 


From address before American Bankers Assn. 
War Service Convention, Sept. 13, 1943. 


a continuing source of irritation, and 
occasionally result in divorce, should be 
recognized and removed. 

The alliance between banks and trust 
companies was not a Mardi Gras mar- 
riage. Trust business had plenty of suit- 
ors—insurance companies in particular— 
and the banks’ courtship was long. The 
banks saw in the trust business an op- 
portunity to continue a relationship with 
personal fortunes which otherwise might 
be cut off by the death of a customer. 
The indirect benefits of a complete and 
well-rounded financial service, as well as 
the direct benefits from trust business, 
all seemed attractive. And so the mar- 
riage took place. 


Why the Current Pessimism? 


Why, then, are some bank presidents 
still strangers to their trust depart- 
ments? Four things seem most frequent- 
ly to raise misgivings in the minds of 
bank presidents: 


An indisposition to engage in a 
business which seems unfamiliar 
and alien to commercial banking, 

An unwillingness to enter into re- 
lationships where the interests of 
beneficiaries may be in _ conflict 
with, and so hamper the operations 
of, other departments of the bank, 

A consuming fear of surcharges; 
and 

A conviction that there is no 
money to be made in the trust busi- 
ness. 


The objections are genuine and must be 
taken into consideration by every bank 
president who is considering the open- 
ing, or continued operation, of a trust 
department. 

The first involves compatibility. Is 
there an affinity between these two under- 
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takings which makes them natural com- 
panions? The two differ widely in their 
natures. As a debtor to its depositors 
a bank may use whatever funds are avail- 
able for its own benefit. As a fiduciary 
it may make no profit whatever on the 
funds in its charge; the benefits all go 
to someone else; the bank must content 
itself with a moderate fee. This basic 
difference is often difficult for the com- 
mercial banker to comprehend or at least 
to accept. Accustomed to the freedom of 
ownership and opportunities for profit it 
is hard for him to think only of benefit- 
ing others. Many duties of trusteeship 
seem petty and irksome; he sometimes 
rebels against the infinite patience re- 
quired in dealing with all sorts and con- 
ditions of people. And yet if a bank 
president is to open and operate a trust 
department he must understand, and 
definitely accept, the different approach. 
While he need not know the technical de- 
tails of trust business he must study the 
theory of trusteeship and become as fami- 
liar with it as he is with the theory of 
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banking. Both banking and trust busi- 
ness serve the same people. One is con- 
cerned primarily with the production and 
the other with the conservation of 
wealth, but they are both parts of the 
larger picture. If compatibility does not 
exist in a particular situation it may be 
due, in part, to a failure of the bank 
president to develop within himself and 
his associates an interest in, and under- 
standing of, the trust business which is 
essential to its successful operation. It 
may also be due in part to the failure of 
the trust officer to provide his superior 
with information about trust business 
and so to picture the possibilities of the 
trust department as to compel his inter- 
est and active support. Many bank 
presidents find in their trust departments 
a variety of activity and a human in- 
terest which is not equalled elsewhere in 
the bank, and a further field for the exer- 
cise of their executive skill. There is 
nothing in the trust business which need 
seem strange to a president or deter him 
from it on the ground of incompatibility. 


Conflict of Interests 


It would be a shallow answer, however, 
to attribute the aversion of some bank 
presidents to lack of understanding or in- 
difference. Bank presidents are not ig- 
norant men, nor ordinarily indifferent to 
an attractive piece of business when it 
comes their way. It behooves us to look 
at the other reasons. 


One bank president dislikes trust busi- 
ness because of “frequent conflicts of in- 
terest” between the commercial and the 
trust department of the bank. He appar- 
ently feels that a bank is apt to be con- 
stricted in its banking activities by its 
duty of loyalty to its trust accounts. A 
president who senses this objection at 
least understands the nature of the trust 
business, for it is a first principle of trus- 
teeship that there can be no divided 
loyalty. When a conflict arises the trus- 
tee is obliged to resign from one position 
or the other. The loss of business, how- 
ever, ordinarily is not great, at least in 
private trusts, and not to be compared 
in frequency or importance with the num- 
erous pieces of business where no conflict 
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of interest exists. This undoubtedly is 
the least in importance of the objections. 


The Fear of Surcharge 


The misgiving that looms largest is the 
danger of litigation and possible sur- 
charge. Why, the banker asks, should I 
engage in a business, where my every 
act and motive may be questioned if loss 
occurs and where I may be held in dam- 
ages in an amount far in excess of pos- 
sible earnings? 

The theory behind a surcharge is not 
debatable. The office of trustee calls for 
perfect good faith, diligence and skill. 
Plain dishonesty can be avoided by the 
will to be honest, and peculations, which 
have been rare among trust men, can be 
covered by insurance. Complete loyalty 
and avoidance of self-dealing should be 
possible, although in a complicated busi- 
ness organization, directed by men of 
far-flung interests, the motives which 
actuated a certain transaction sometimes 
may be misconstrued, such as continued 
retention of stock in the trustee’s own 
bank, or in the company of an important 
director or of a large commercial cus- 
tomer. The safe course, obviously, is to 
avoid every appearance of mixed motives 
and every dealing which might be sub- 
ject to misconstruction. 


Surcharges more often follow accusa- 
tion of negligence than of self-dealing or 
dishonesty, and are harder to meet. 
Usually they revolve around the reten- 
tion of some inherited or properly ac- 
quired asset which has gone bad. A bene- 
ficiary whose trust has suffered a loss 
becomes as wise as Solomon, ex post 
facto. He risks little in bringing suit, 
and it is regrettably true that some 
judges share the laterly acquired wisdom 
of the beneficiary, or fail to understand 
the limits of what the law requires of a 
trustee, or are politically minded, and 
find negligence where negligence did not 
in fact exist. 

But just as charges of dishonesty are 
to be met by a show of utmost good faith, 
so charges of negligence are answered by 
demonstrated diligence. Surcharges come 
about, ordinarily, only where a trustee 
has not done as he should. A _ poorly 


equipped and operated trust department ~ 
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is a source of danger. The surest way 
to avoid loss is to run a good trust de- 
partment. Get a good trust officer to 
start with, provide him with adequate 
equipment and working tools. And, most 
important of all, give him and his depart- 
ment your active support and counsel and 
you will have erected the first bulwark 
against surcharges. 

Most judges are high-minded and judi- 
cial, but it is easy even for courts to be 
misled as to the degree of responsibility 
which a trustee assumes. There is need 
for a constant program of education of 
the judges as well as of the public as to 
the problems of trusteeship and the lim- 
its of responsibility of a trustee. If pre- 
servation of principal were all, we would 
buy nothing but government bonds and 
presumably be safe. If the production of 
adequate income is a part, and the grad- 
ual rather than abrupt solution of difficult 
situations is the dictate of prudence, then 
trustees must not be put in jeopardy if 
they try honestly and diligently to do 
the job. In every way possible we must 
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interpret eurselves to the public and to 
the court. 

The number of surcharges is not so 
large as is sometimes supposed and, I 
think, is on the decrease. Frequent court 
accountings, where the local practice per- 
mits, closer supervision by examining 
authorities, improved techniques of trust 
administration, and a growing under- 
standing both by beneficiaries and the 
courts of what is required of a trustee, 
are all tending greatly to reduce the dan- 
ger of liability as the result of improper 
acts. A bank president, determined to 
run a good trust department, need not be 
unduly alarmed over the possibility of 
surcharge. 


Profitability in Our Own Hands 


We come to the last and most difficult 
doubt in the minds of these presidents. 
Can a trust department be run at a profit 
to the bank? The answer depends in part 
upon what we mean by profit. There are 
undoubtedly intangible benefits which 


cannot be measured by any system of 
cost accounting. A strong trust depart- 
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ment always adds prestige to a bank and 
frequently brings business to its other 
departments. The eagerness with which 
national banks sought, and continue to 
exercise, trust powers is testimony to 
their belief in the reality of these tan- 
gible and intangible values. 


While these benefits should not be over- 
looked they are not enough. When a 
trust department is regarded chiefly as a 
service adjunct of the bank, it is certain 
to lose money, when it loses money it is 
apt to be neglected, and when neglected 
it becomes a source of trouble and loss. 
To maintain its dignity it must be kept 
on a paying basis. 

The recognition, a number of years 
ago, of the unsatisfactory earnings of 
most trust departments led to various 
inquiries into the causes and to the adop- 
tion of corrective measures. Fees were 
found to be grossly inadequate. This was 
due partly to free service, partly to old 
contracts, and partly to obsolete sched- 
ules of charges. Fee schedules and agree- 
ments, even statutes, as recently in New 
York, have been revised. Free service 
has largely been eliminated. In many in- 
stances charges are being divided be- 
tween the immediate and ultimate bene- 
ficiaries. By relating them to the size of 
the trust rather than to the income, the 
variable element is greatly reduced. 

A bank president concerned over the 
earnings of his trust department should 
see to it that adequate schedules of 
charges are established and rigidly main- 
tained, and should not permit, or himself 
be a party to, concessions to customers 
merely because they have profitable ac- 
counts in other departments of the bank. 
Trust service should not be rendered 
without pay any more than money should 
be loaned without interest. If trust busi- 
ness has not been profitable in the past 
the fault has been largely with the trus- 
tee, and is in process of correction. 
Studies by the Trust Division to suggest 
ways in which trust business can be put 
on a paying basis, and to reduce the cost 
of performing trust service, are bearing 
fruit. As banks come more and more to 
rely upon fees as an important source of 
income, it seems probable that they will 
attach greater and greater significance 
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to the steady flow of fees from fiduciary 
services which a well developed trust de- 
partment can be made to produce. A 
bank president will do well to see that 
operating economies, wherever possible, 
have been introduced. Experiments have 
been made in recent months in coopera- 
tive advertising, and in standardized re- 
search and statistical work through the 
use of common agencies. Devices such as 
these tend to reduce costs and at the same 
time provide better facilities for all trust 
institutions. 


The Jointly-Owned Trust Company 


As a possible solution for the prob- 
lems which bank presidents have in mind 
—the most novel, and perhaps the most 
impractical—is the suggestion that the 
banks of a community join in organizing 
and owning a pure trust company to 
which the existing trust business of the 
several banks will be transferred, wher- 
ever possible, and to which future trust 
business will be directed. To avoid dom- 
inance by any one bank the articles could 
prohibit overlapping officers or directors. 
Ownership could be in proportion to cap- 
ital structure, but control would end 
there. This would make possible the em- 
ployment of adequate personnel and the 
provision of facilities superior to those 
of any single bank. Bank presidents 
would be relieved of an unfamiliar type 
of business, conflicts in interest would 
largely disappear, the dangers of sur- 
charge would be reduced because of the 
quality of the service made possible, loss- 
es—if any occurred—would not affect the 
bank, at least beyond the capital invest- 
ed, and in all probability with such wide 
support and volume of business the trust 
company would return a reasonable pro- 
fit. The public, in turn, would be better 
served. The trust company would come 
to be regarded as a community affair. 
Officers and directors alike would devote 
their undivided efforts to its operation. 


In theory the proposal has much to | 


commend it. I commit it with my bless- 
ing to the financial statesman who has 
the genius to bring it to pass. 


What Better Trustee? 
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mulated wealth in the society of the 
future? The alternatives seem reason- 
ably clear. One is a return to indivi- 
duals, but because of the increasing rami- 
fications of our economic structure and 
the natural limitations of humanity, this 
seems wholly inadequate. The trend has 
been away from this form of trusteeship. 
Another alternative is the public trustee. 
About half of the states in the Union now 
have public administrators. Their func- 
tions are now limited largely to the ad- 
ministration of small estates, but it is 
conceivable that they may be extended if 
adequate private trusteeship is not avail- 
able (c.f. Stephenson Trust Business in 
Common Law Countries). Whether the 
intimate business of trusteeship will 
eventually become another function of 
government agencies will depend largely 
upon the attitude of the banks, for they 
are the only other available alternative. 
As long as private property survives, the 
banks of the country will continue to be 
the predominant trustee. 
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Having operated under both investment principles, Connecticut trus- 
tees are in a unique position to speak from practical experience as to their 


comparative merits. 


Legal lists or standards have not proven paragons 


of safety and their restrictions are the more likely to penalize the bene- 
ficiary as the supply of traditional outlets (excepting war financing) nar- 
rows or as technological development leaves legislative formulae far behind. 
So far as professional trusteeship is concerned there is no substitute for 
currently informed prudence and responsibility —Editor’s Note. 


RIOR to 1939 Connecticut was 

one of the so-called “legal list’ 
states in so far as trust investments 
were concerned, with trustees oper- 
ating under the aegis of a list of 
securities prepared in accordance 
with statutory requirements gov- 
erning savings bank investments. 
The bonds available were United 
States Government issues, certain 
state, municipal, Canadian and 
high-grade utility bonds, and a 
fairly broad selection of underlying 
but relatively scarce railroad bonds. 
Stock selections were limited to 
shares of Connecticut and certain 
other banks and of state chartered 
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Life Insurance companies (which 
had regularly paid dividends at the 
rate of at least 6% per annum for 
five years). They also had the right 
to deposit funds in Mutual Savings 
banks or in savings departments of 
State banks and Trust companies 
located in this state. 

Investment policy was also mod- 
erately influenced by Section 4837 
of the General Statutes: 


“Trust funds received by executers, trustees, 
guardians or conservators may be kept invested in 
the securities received by them, unless it shall be 
otherwise ordered by the court of probate or unless 
the instrument under which such trust was created 
shall direct that a change of investments shall be 
made, and the trustees thereof shall not be liable 
for any loss that may occur by depreciation of such 
securities.” 
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These statutes notwithstanding, the 
courts of the state have recognized the 
doctrine of reasonable prudence. In 
Clark v. Beers, 61 Conn. 87 (1891), the 
investment statute (Sec. 4836) was held 
not to be mandatory, and that “whereas 
investment in securities expressly al- 

~lowed by statute will, unless under very 

extraordinary circumstances, be protect- 
ed, no matter how the investment may 
result, other investments may be justified 
under the rigid rules applicable to in- 
vestments made by trustees upon their 
own judgment.” In Beardsley v. Bridge- 
port Protestant Orphan Asylum, 76 Conn. 
564 (1904), it was held that reasonable 
prudence to prevent loss is required un- 
der the Retention Statute (Sec. 4837). 


The difficulties of operating effectively 
under these statutes were so pronounced 
that corporate trustees, through the 
Trust Legislative Committee of the Con- 
necticut Bankers Association, gave the 
matter careful research and study. The 
shortcomings were accentuated by the 
happier experience of trustees in Massa- 
chusetts under the so-called “Massachu- 
setts Rule.” (Harvard College v. Am- 
ory.) Asa result an amendment to Sec- 
tion 4836 was presented to and passed 
by the State Legislature in 1939, reading 
as follows: 


“Trust funds, unless otherwise provided 
in the instrument creating the trust, may 
be invested in such real estate mortgages 
as the savings banks in this state may be 
authorized by law to invest in, or may be 
deposited in savings banks incorporated 
by this state or in the savings depart- 
ments of state banks and trust compan- 
ies located in this state, or may be in- 
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vested or reinvested in any bonds or 
stocks or other securities selected by the 
trustee with the care of a prudent in- 
vestor. Any bonds purchased by a trus- 
tee under authority of this section may, 
in the discretion of the trustee, be in 
coupon form.” 


In effect, this constituted statutory adop- 
tion of the general principles of the 
“Massachusetts Rule,” making the rule 
of prudence, as interpreted by the courts 
of the State, the test of trustees’ liability. 


A One-Way Street 


HE legal list, restricting the trustee 

to fixed income securities as opposed 
to equity investments, made eventual loss 
almost inevitable over a period of years. 
The inexorable control of economic 
forces over investment risks leaves in its 
wake occasional casualties. A study of 
Connecticut Savings Bank legals for the 
last fifteen years with particular refer- 
ence to railroad bonds will fully support 
this axiom. Theoretically it is presup- 
posed that the shadow of untoward events 
can be seen by the investor in time to 
prevent or at least greatly minimize loss, 
but actually such occult powers are be- 
yond human range. 

In a typical trust the fund is set up all 
at one time and all of the income is paid 
out to the life beneficiaries. These 
“closed” accounts have for investment 
only funds derived from the sale or re- 
tirement of original investments. Prin- 
cipal losses taken tend to be permanent 
unless they occur solely as the result of 
fluctuations in the general level of in- 
terest rates. Probably the only type of 
trust that fares well under these condi- 
tions is the perpetual charity trust where 
it is provided that a portion of the in- 
come shall be added to a reserve fund for 
the protection of the principal. In such 
a trust, questions of current income are 
usually subordinate to the problem of 
principal perpetuity. 

By the same token, better results are 
attainable by Mutual Savings Banks be- 
cause the investment fund is subject to 
addition and diminution from time to 
time and because such institutions pay 
out only part of their income for expenses 
and dividends, accumulating the balance 





INVESTMENT POLICY 


in surplus from which losses may be met. 
Furthermore, savings banks have the 
safeguard of statutory limitations for 
each type of security on the legal list, 
limitations not applicable to the invest- 
ment of trust funds. 


Businesslike Policy Precluded 


HE legal list did not assure security 

of principal as well as a balanced list 
which would include a broader selection 
of equity investments. And the only two 
types of equities permitted (bank stocks 
and life insurance stocks) have recovered 
less of the ground lost since 1929 than 
most all other groups of equities which 
have retained their investment quality 
and standing. The legal stock group was 
too narrow to allow a real equity policy to 
be developed for trust funds, including 
high-grade industrial, fire insurance and 
public utility issues. 

The prudent investor rule has enabled 
Connecticut trustees to achieve a broader 
diversification in their trust investments, 
which should result in greater safety and 
stability for the principal. At the same 
time under present conditions, a larger 
income can be secured. The pressure of 
funds restricted to fixed income securi- 
ties which fit the formula requirements 
for legal lists has been so great that 
prices have been artificially forced up 
and interest rates reduced to such a point 
that the differences in yields between 
bonds and stock, both common and pre- 
ferred, no longer correctly measure the 
difference in risk. Meanwhile world 
cataclysms tend to obscure true risks and 
bonds may be acquiring risks, while ap- 
pearing to have none. 


Governments Alone Not a Refuge 


O those who feel that the purchase 

of municipal and government bonds 
per se insures a trustee against loss and 
a beneficiary against serious hardship we 
quote from the Harvard College v. Amory 
case: 


“If the public funds are resorted to, 
what becomes of the capital when the 
credit of the Government shall be so 
much impaired as it was at the close of 
the last war? There is one considera- 
tion, much in favor of investing in the 
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stock of private corporations. They are 
amenable to the law . . . But the Govern- 
ment can only be supplicated.” 


Any catastrophe which might endanger 
the public debt would probably carry 
with it any other values expressed by 
debt, i.e. bonds and mortgages, while it 
would less likely be expected to destroy 
the direct or indirect ownership of 
wealth producing property or the private 
ownership of natural resources. 


The legal list deprived the trustee of 
flexibility in meeting the varying income 
needs of individual trust funds of which 
he must be cognizant. <A good illustra- 
tion is the case of a conservator who 
could insure the care of his ward by ar- 
ranging the purchase of a high yielding 
annuity. In this case he sacrifices every- 
thing for yield in the belief that a normal 
return plus payments from principal suf- 
ficient to care for his ward would not last . 
the probable duration of his conservator- 
ship. 

When forced to operate under the old 
legal list, Connecticut trustees were un- 
able to purchase a great many trustee- 
quality bonds not only in the industrial 
group* but also in the public utility and 
railroad fields because they did not quali- 
fy under the statutory restrictions. 
None of the guaranteed rail stocks were, 
for instance, on the legal list, though they 
have all the essential security advantages 
of bonds except a definite maturity and 
as a class have shown an excellent invest- 
ment record over a long period of years. 


*By statute amendment certain high-grade oil 
and chemical company debentures were added to 
the savings bank legal list in 1941. 
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Unintended Penalties of Statute 


NDER the old law, trustees were apt 

to hold many inherited securities 
which could not be replaced by like types 
in the legal list. It can be appreciated 
that this policy frequently led to the re- 
tention of non-trustee quality securities 
for the sake of income, equity protection, 
or diversification. This unsound practice 
has been reduced since the adoption of 
the prudent investor rule although the re- 
tention statute protection is still in full 
force. 


The legal securities allowed were for 
the most part of good to excellent quality 
and trustees were forced to purchase 
them as against inferior ones which they 
might have bought through ignorance or 
poor judgment. Trustees were thus 
estopped from extreme speculative risks 
although subject to a considerable range 
of quality within the list itself. But this 
advantage was secured at the serious 
cost of unnecessarily hampering the ma- 
jority of trustees whose training and re- 
search facilities qualified them to enter 
the whole field of high-grade investments. 


The adoption of the prudent investor 
rule by legislative enactment in 1939 gave 
the broadest possible scope to the abili- 
ties of trustees. A prudent corporate 
fiduciary investigates thoroughly, follows 
a well-defined policy, can explain its ac- 
tions, takes no unnecessary risks, and 
exercises group judgment through direc- 
tors’ committee control. The prudent 
corporate trustee is cautious and adheres 
strictly to the principle of diversification. 
Needs of the income beneficiaries and in- 
terests of the remaindermen in principal 
preservation are weighed impartially. 
The estimated duration of the trust and 
other pertinent facts are given careful 
consideration. 


Boon to Common Trust Fund 


HE prudent investor law paves the 

way for the effective use of common 
trust funds, with their wider diversifica- 
tion not merely by a wide spread of risk 
through individual corporations but also 
in types of security. The full measure of 
diversification, particularly as to types of 
security, was not possible under the legal 
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list. From a practical standpoint the 
prudent investor law also obviates the 
necessity of operating separate funds for 
legal trusts and discretionary trusts. 
Separate funds restrict freedom of action 
and add to the cost of operation to a de- 
gree which in a small or medium sized 
department would be prohibitive. 

After several years of effort on the 
part of the Trust Legislative Committee 
of the Connecticut Bankers’ Association, 
a bill was passed at the last session of 
the state legislature, effective October 1, 
1943, authorizing the use of common 
trust funds by Connecticut fiduciaries. 
Unfortunately the full effect of the law 
and the benefits to be derived therefrom 
have been vitiated by serious limitations 
as to the size of the fund and restriction 
of its use to trusts where such invest- 
ment is permitted in the governing in- 
strument. 


Prudence in Shackles 


RUSTEES are greatly influenced by 

the financial practices of the people 
living around them and from whom they 
secure their responsibilities and burdens. 
The individual of prudence in Connecti- 
cut has for generations shown a decided 
preference for common stock investments, 
particularly those of local Connecticut 
corporations. The long term results both 
as to capital preservation and income pro- 
duced have been superior to their expe- 
riences with any other medium of invest- 
ment. 

With such a history the sacredness of 
a legal list, mostly bonds, appears to the 
man of affairs as a set of dangerous 
shackles, denying to the trustee practi- 
cally all those fields of investment which 
have been proven by individual expe- 
rience to be safe and desirable. Donors 
and testators gave effect to these doubts 
in many cases by granting the trustee 
under voluntary agreements or wills full 
discretionary powers of investment. 

A review of four trust departments 
located in Hartford, New Haven, Water- 
bury and Bridgeport, having combined 
trust assets totaling approximately $230,- 
000,000, revealed that in 47 per cent of 
all trusts held in 1939 the trustee had 
been given full discretionary powers of 
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investment. It is true that corporate 
trustees had in reality, prior to 1939, 
“prudent investor” control over such dis- 
cretionary accounts, but even here its 


full benefits were not obtained because 


the psychological effect of the legal list 
conception of trust investment acted as 
a restraining influence. 

A study of Connecticut estates pro- 
bated during the past ten years will show 
many of large size holding no bonds, and 
in the cases where bonds do appear they 
are for the most part held in almost neg- 
ligible percentage of the total. The capi- 
talization of many Connecticut corpora- 
tions—like others of national promin- 
ence, especially in the automotive, tobac- 
co and textile fields—consists solely of 
capital stock, thus imparting a high de- 
gree of security to a portion of the divi- 
dend. Many of these companies are well 
established and have continuous divi- 
dend records extending back over several 
generations. The record of some of these 
shares compares more than favorably 
with bond investment records which show 
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wide income fluctuations, due to periodic 
refundings. The prudent investor law 
allows the Connecticut trustee to recog- 
nize the soundness of such equity invest- 
ments in estate conservation. 


Application by Size of Department 


O make specific application effectively 

it seems best to divide trust depart- 
ments into three separate classifications 
—large, medium sized and small. The 
lines of demarcation between these 
groups are not sharply drawn, but for 
the purpose of comparison, the following 
approximate divisions are made, using 
figures shown in the annual report of the 
State Bank Commissioner for the year 
1942 (figures not available for national 
banks). 

(1) The general advantages already 
outlined are applicable in toto to “large” 
trust departments—those with assets. 
over $70,000,000 of which there are 3 de- 
partments with grand total of $342,613,- 
288. 


(2) The trust departments in the 
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medium sized classification (18 depart- 
ments with trust assets between $2,000,- 
000 and $70,000,000, totaling $190,621,- 
153) have largely achieved the general 
advantages, but in varying degrees. Most 
of those in the lower third of this size 
group do not have the facilities or ex- 
perienced personnel and directors, as do 
the larger ones, to furnish sufficient in- 
vestment research and departmental or- 
ganization for adequate operation under 
the prudent investor rule. Some of these 
have satisfactorily made up for this de- 
ficiency by employment of experienced in- 
vestment counsel who thoroughly review 
the various trust accounts on a periodic 
basis and submit recommendations for 
investment changes. In the remaining 
departments, investments are voluntarily 
limited in scope and confined mostly to 
government bonds, savings bank legals 
and deposits in savings banks as they 
were before the adoption of the prudent 
investor law. 

(3) Although there are a large num- 
ber of departments (35) in the “small” 
classification (under $2,000,000) the total 
assets involved are comparatively small, 
only $14,014,056. Except in a few cases, 
investments in this group are confined 
primarily to government bonds and de- 
posits in savings banks. The prudent in- 
vestor law has brought little change in 
the operation of these departments, and 
the most that can be said is that there 
has been no retrogression. 


Operating Results 


ROM an accounting and departmental 
organization standpoint, operation 
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under the prudent investor law has 
brought to trust institutions some addi- 
tional work and expense, but not enough 
to weigh in the slightest against the re- 
sults accomplished. The additional work 
is caused primarily by a somewhat great- 
er volume of investment transactions 
with the attendant increase in accounting 
and in the detail work in the investment 
division itself. 


The effective application of the ad- 
dressograph, electric tabulation and other 
forms of machine accounting has, how- 
ever, minimized the effect of increased 
volume in many cases. Development of 
more extensive research and security in- 
vestigation has, on the average, increased 
the number of employees and the cost of 
analytical services. This cannot be avoid- 
ed and is a natural and national evolu- 
tionary process in keeping with the in- 
creased burden of tax work, real estate 
inspection and other fiduciary activities. 


As yet there has been no test of trus- 
tees’ stewardship under the prudent in- 
vestor law in Connecticut courts. Not 
enough time has elapsed, however, since 
the enactment of the law in 1939 to draw 
definite conclusions from this absence of 
complaint in the counts on the part of 
trust beneficiaries. Nevertheless, it is 
our observation that in general corporate 
trustees here have fully recognized their 
responsibilities under this law and have 
exercised more care through the medium 
of research, review and investigation, as 
well as director control, than they did 
under the old legal list. 
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INVESTMENT POLIOY 


INFLATION CONTROL AND INVESTMENTS 


oO. M. W. SPRAGUE 
Professor of Banking and Finance, Emeritus, Harvard Graduate School of Business Administration 


ERTAINLY the same considerations 

that have led you personally to sub- 
scribe to war loans apply to the trust ac- 
counts which you administer. At the end 
of the war, then, we may presume that 
some portion of all trust accounts will 
have been invested in government bonds, 
and that this condition will continue for 
an indefinite period thereafter. In one 
interesting respect this will create a 
favorable situation for the beneficiaries 
of trust funds. In the past, under neces- 
sity of full investment, advantage could 
seldom be taken of bargain situations in 
the security market. A fund with a fair 
amount of governments can benefit in 
such situations for I assume that a mar- 
ket for government securities will be 
maintained in all circumstances—some- 
thing that could hardly be said of other 
bonds, even those of the very highest 
rating. 

By securing many billions from the 
banks, including the Federal Reserve 
banks, involving an unexampled increase 
in the volume of demand deposits and 
currency, it has been possible for the gov- 
ernment to finance the war with no in- 
crease in interest rates. This was a wise 
policy. Suppose the total government 
debt: reaches three hundred billion dol- 
lars by the end of the war. At an aver- 
age cost of two per cent, servicing the 
debt with moderate repayments would 
require between six and seven billion dol- 
lars annually. Suppose the rate were 
four per cent and the annual debt charge 
twelve billion dollars. It is easy to en- 
visage political action toward reducing 
the burden. 


Present Interest Rate to Prevail 


I anticipate a further massive increase 
in the government debt. Can the gov- 
ernment maintain current rates if it be- 
comes necessary to increase the debt to 
anything like three hundred billion dol- 
lars? It may prove necessary to reduce 


From address before Trust Division, A. B. A. 


reserve quantities of member banks to 
what they were in 1936 and 1937. 


Doubtless also, the Federal Reserve 
banks will hold a much greater total of 
governments at the end of the war, pos- 
sibly being reinforced with gold certifi- 
cates by making use of the so-called two 
billions of gold profit derived from de- 
preciating the dollar in 1933. Mainte- 
nance of something like the present scale 
of interest rates, until the end of the 
war, seems a certainty. 


In spite of the unprecedented increase 
that has taken place in the volume of 
demand deposits and the currency in cir- 
culation, I do not anticipate an inflation- 
ary movement of prices during the war; 
the body economic will continue to enjoy 
immunity in spite of the further rapid 
multiplication of inflationary germs. 
Patriotic restraints, rationing, price ceil- 
ings, and other government policies seem 
to me altegether likely to maintain prices 
and costs in the neighborhood of present 
levels. 


The Makings of Inflation 


Unlike the pre-war period, ownership 
in the expanded currency and demand 
deposits is widespread and a large frac- 
tion of the government securities issued 
during the war contain security for their 
redemption at par on demand. Here we 
have intense purchasing power for a far 
greater quantity of civilian goods and 
services than will be available for many 
months after the return to peace. An in- 
flationary price movement does not neces- 
sarily require as an initiating force an 
investment demand. Inflation, if it 
comes, will be initiated and carried far 
by the demand of consumers. 


A demand of this sort cannot be re- 
strained by monetary means; credit con- 
traction would not serve. We may be 
confident that this means of control will 
not even be tried, since it would involve 
a calamitous shrinkage in all bond values, 





394 


including government. Without doubt 
the government will seek to maintain an 
active and stable market for its bonds. 
The only practicable means of holding 
inflationary tendencies in leash is a con- 
tinuance of price controls. Whether the 
public will support such continuance is 
one of the definite uncertainties, though 
all who are concerned about satisfactory 
functioning economically in the future, 
strongly favor the continuance of these 
controls. This seems to me the most im- 
portant single question of policy con- 
fronting the country in the realm of 
domestic affairs during the period im- 
mediately following the war. 


Guarding Trust Principal 


So far as trust accounts are concerned 
you cannot hedge income successfully, 
against a period of extreme inflation, 
without taking a chance of loss of princi- 
pal. There are two fairly distinct types 
of.inflation. One is due to an intense in- 
vestment demand, and the other due to 
an:intense consumer demand. Inflation 
may then effect an increase of say one 
hundred per cent in prices. We may also 
feel certain this movement would not per- 
sist beyond two, or at the most, three 
years. Then would come the collapse 
with a precipitate decline of prices, per- 
haps even to the level that obtained when 
the movement started. 

If I am right in my assumption that 
the inflationary splurge would be of short 
duration, it may be presumed that the 
return on securities with a good cover- 
age, including utilities, would not be re- 
duced. During that period the recipient 
of income from trust funds would doubt- 
less suffer as would many classes of wage 
earners. If’ you seek to enlarge income 
step by step with the upward movement 
of prices you will be investing in com- 
panies that are with large profits but 
likely to be seriously damaged when the 
collapse comes. For those who operate 
under the Prudent Investment Rule, port- 
folios will doubtless include various is- 
sues which appreciate under the impact 
of inflation. Profits on such issues should 
be. taken if inflation comes, more gener- 
ally than I think has been the practice 
in the past. 
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Determined Policy Needed 


It would probably be helpful if some 
part of the profit from security sales, 
especially in periods of inflation, could 
be allocated to the income beneficiary. In 
any event a portfolio containing a fair 
amount of government bonds should be in 
a good position to take advantage of bar- 
gain situations when the collapse from 
inflation occurs, since at that time we 
may feel confident the market for gov- 
ernments will hold up better than any 
other class of securities. 

One of the uncertainties arising out of 
inflation is the impossibility of knowing 
what particular companies will do when 
subjected to the inflationary virus. A 
consumer’s spree is apt to spread quickly 
into a producer’s spree. Producers ac- 
quire enlarged quantities of raw mate- 
rials in response to rapidly increasing 
orders, and distributors do the same, in 
the expectation that prices and demand 
will further increase. This was the sit- 
uation generally following the last war, 
when inflation also spread over into real 
estate and in particular into farm lands. 
We cannot rely upon effective restraint 
being exercised by the commercial banks, 
each bank fearing to lose desirable ac- 
counts. Mortgage amortization—one of 
the most desirable financial developments 
of the last few years—may help to check 
the increase in farm values. 

Whether we shall escape inflation is a 
matter about which one cannot feel par- 
ticularly hopeful. Free enterprise is not 
competent to meet a situation created 
during a period of total war, which has 
involved an unexampled increase in the 
purchasing medium. We shall only es- 
cape inflation in the event that the com- 
munity is determined to prevent it and 
up to the present evidence of such pur- 
pose is not manifest. 


Corporate Earnings Up 17.7% 

An increase of 17.7% in net earnings for 
the first half of 1943 over the correspond- 
ing period of 1942 is indicated for 460 cor- 
porations listed on the New York Stock Ex- 
change, in a study appearing in The Ex- 


change. The article cautions, however, 
that the great majority of mid-year reports 
do not reckon with renegotiations. 
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INCENTIVE, INFLATION AND INVESTMENT 


EMIL SCHRAM 
President, New York Stock Exchange 


ESTRICTIONS on the creative gen- 

ius and the productive capacity of 
the American business man and indus- 
trialist are infinitely more dangerous to 
our American way of life and much more 
likely to cause anemic markets than any 
type of regulation which we can antici- 
pate now. 

So long as this country accepts free 
enterprise and individual ownership as 
the best possible economic system, it 
should be the objective of government to 
make this system work efficiently and 
pay the highest dividends to society as 
a whole. Anything that prevents enter- 
prise from attaining its highest produc- 
tivity, from rendering its maximum ser- 
vice to society, is bad economics and bad 
government. 

We may safely assume that we have 
decided, after a period of confusion and 
perplexity, that we would not exchange 
our present system for any other. It is 
especially heartening that we have 
reached this conclusion because it seems 
to me that for some years we have at- 
tempted to mix the practice of capitalism 
with the philosophy of socialism while 
we were trying to make the decision. 

The great patriotic urge, which is ex- 
pressing itself now, must eventually be 
replaced by the more normal incentive to 
earn a profit and a wage. If the incen- 
tive of unlimited accomplishment is per- 
mitted to operate, the American way of 
life will perform miracles as great in 
peace as in war. If we tell men that they 
must earn just so much and no more, if 
we develop the suspicion that large earn- 
ings are socially uncouth, if we advance 
farther in taking from the prudent and 
productive to maintain the improvident 
and the indolent, if we cultivate jealousy 
toward the successful we shall weaken 
the moral fibre of our people and the 


From addresses at San Francisco and Los An- 
geles, during Mr. Schram’s recent tour of financial 
centers. 


Some of our political leaders have too 
long discredited the profit incentive as 
an instrument of human progress. It is 
an elemental instinct of American life. 
It is as firmly imbedded in the laborer 
and in the small business man as in the 
great industrialist. Let us not be de- 
ceived. In the post-war world our gov- 
ernment must nourish the profit motive, 
not merely tolerate it. 


In late years the government has 
set a bad example in fostering the idea 
that surplus is a curse and scarcity is a 
virtue. Most pressure groups, funda- 
mentally, have been following the same 
fallacy. Washington, I believe, is chang- . 
ing its attitude toward business, and 
Washington is learning at first hand the 
problems of business when it undertakes 
to attain the gigantic production neces- 
sary for the winning of this war. 


Antidote for Inflation 


Most people think of inflation in terms 
of German experience. Nothing could be 
more misleading. The German expe- 
rience was unique in monetary history. 
It was possible only because of that na- 
tion’s economic collapse following a bit- 
ter national defeat, because of the chronic 
shortage of things for German marks to 
buy, and because the Government thought 
it saw an advantage in monetary suicide. 
The danger of a much milder type of 
inflation in America is very real. 


Once the war is over, there is bound to 
be a moral let-down. Many will not only 
spend their idle cash but may even cash 
their un-matured bonds rather than buy 
more, thus further increasing the de- 
mand for goods. It is especially in the 
early post-war months that the danger 
of inflation will be greatest. America will 
have a surplus of dollars over goods, and 
we must find attractive employment for 
those dollars—employment which will in- 
crease the sum-total of human comforts 
and satisfaction. Thus, one answer is 
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studied cultivation of the incentive to in- 
vest idle dollars in productive activities. 
Risk investments in this country and risk 
investments abroad must be made attrac- 
tive. The people should want to buy se- 
curities, both government and corporate. 


Some people have interpreted the re- 
cent advance in stocks as inflationary. 
No doubt, some of the buying of equity 
securities reflects fear of inflation, but I 
think the rise in prices is due largely to 
a sharp reversal in the public’s estimate 
of the progress of the war. At the same 
time, there has been a marked improve- 
ment in the attitude toward enterprise 
as business and government together 
have tested the benefits and tasted the 
satisfactions of cooperation instead of 
antagonism, and the common people of 
the country have begun to insist on a bet- 
ter environment for capital. Men of 
affairs have been led to base their com- 
mitments more on after-the-war profit 
possibilities, and less on the neutraliza- 
tion of earnings brought about by war- 
time policies and conditions. 


MARYLAND 


TRUST COMPANY 
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The most effective antidote for infla- 
tion is abundant production, enough 
goods to make homes for orphaned dol- 
lars. In the past year and a half the ver- 
satility, productivity and inventive gen- 
ius of American enterprise have been 
abundantly demonstrated. Give business 
its head, put it in a favorable environ- 
ment, and it will produce enough goods 
to take care of any demand. In late 
years, industry in time of peace never 
had a fair chance to show the American 
public what it could do for the consumer 
in matters of both production and price. 
I think it is going to be given a chance to 
mop up excess purchasing power, and 
that the result is sure to be the highest 
standard of living ever enjoyed. 


Post War Horizons 


A great post-war problem involves 
methods of making American invest- 
ments abroad. A sound concept, as Brit- 
ain long has recognized, is that foreign 
investments, to be successful both for the 
creditor and the debtor nation, must be 
more or less permanent. To a large ex- 
tent they should be equity commitments 
—ownership—and, to a lesser extent, 
leans for the purpose of encouraging 
capital, domestic and foreign. 

I visualize the formatien of foreign 
corporations by American investment 
bankers, and the listing of the securities 
ef these companies on the New York 
Stock Exchange and other exchanges. 

In the future, we may read on the 
financial pages of our newspapers about 
the strength in the China textiles and es- 
sential oils, the weakness in German 
chemicals, the rise in South American 
rails and utilities, the boom in Australian 
golds and the dividend outlook for Dutch 
East Indies rubber, tin and oil stocks. 


Presumably, some of the new foreign 
securities will sell on a high yield basis. 
Certainly, they will involve speculative 
risks; but I visualize a new generation 
which will be avid for risks in new ro- 
mantic lands—not a generation of weak- 
lings engaged in a vain quest for passive 
security sponsored by government. In 
the post-war economy, society will be dis- 
posed, I believe, to reward rather than 
hinder the risk-taker. 
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Trade impediments must be broken 
down, not built up. Experience has 
proved that we cannot insulate the Amer- 
ican economy from the rest of the world. 
It is estimated that the Federal Gov- 
ernment at this time holds title to more 
than $10,000,000,000 of plants and prop- 
erty engaged in war production and oper- 
ated by private corporations. These 
plants are operated under many different 
types of lease, some with and others with- 
out clauses providing an option for post- 
war purchase. Government ownership of 
so much property, which traditionally 
should be in private hands, involves 
either a problem in orderly liquidation 
or an incipient socialistic trend of dan- 
gerous significance. Some of the political 
issues centering around these govern- 
ment-owned properties may make the old 
Muscle Shoals controversy look like a 
petty squabble. 


How and when this government plant 
is disposed of will have a highly impor- 
tant influence on investment and business 
confidence in the first few years after 
the war. A part of it can be held 
permanently for war purposes. Some of 
it can be sold at below cost to the private 
corporation which has been operating it 
and later converted to the pursuits of 
peace. Some of it will have to be regard- 
ed as worth only its physical salvage 
value. Here and there units may be sold 
to others. But the Government, where 
necessary, should be prepared to take the 
loss as an expense of war. 


FHA To Insure Loans After 
the War 


Those who are busy advocating new meth- 
ods of financing housing have overlooked 
the fact that the Federal Housing Admin- 
istration is ready to resume its insurance 
activities at a moment’s notice, Abner H. 
Ferguson, Commissioner, Federal Housing 
Administration, told the Mortgage Bankers 
Association at its recent annual meeting. 


“FHA needs no new legislation to go into 
immediate action in the small home field the 
moment wartime restrictions are lifted. 
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There is still about half a billion dollars 
of unused insurance authorization outstand-* 
ing under Title II of the National Housing 
Act. This would be sufficient to finance 
at least 100,000 houses. And the law au- 
thorizes the President to make available an 
additional billion dollars of authorization 
if and when it becomes necessary,” Mr. 
Ferguson explained. 


He drew an optimistic picture of the dif- 
ference between conditions we are likely 
to encounter after this war and the end of 
the depression. Mortgage money was scarce 
then and it will be plentiful after the war. 
He said FHA would continue to adhere to 
its careful scientific methods of appraising 
and insuring of home loans because only 
“through such sound operations can FHA 
successfully aid in the battle against such 
inflationary tendencies as over-valuation 
and poor construction which might easily 
develop in the very active residential con- 
struction market that is anticipated.” 


UNCLE SAM VERSUS INFLATION 


OTTO H. EHRLICH. Harper and Bros. 159 pp. 


$2.00. 


The author presents the inflation problem 
in very simple statements, usually about a 
half dozen lines in length, and accompanies 
each with a cartoon of which there are 80. 
This is a useful primer on the essential 
facts about inflation. 
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How Leading Corporations 
Have Fared in 1943 


Per Cent Change Annual Rate 
et Income of Return % 
Half Year 1942 1943 


198 73 9.1 


Industrial Groups 
Baking 
Food products— 
other + 
Textiles and ap- 
eS ni a 
Paper products. 
Chemicals, 
drugs, etc. 
Petroleum pro- 
ducts ea 
Stone, clay and 
glass 
Iron and steel 
Electrical equip- 
ment si 
Machinery 
Autos and equip- 
ment _____. 
Railway 
ment ____. ; 
Metal products 
—other 14 98 
Mise. manufac- 
| aes : 8.5 


14.6 10.8 12.0 
244 76 9.4 


21.4 81 6.2 
10.4 9.6 
20.0 5.8 


69.7 3.9 
11.0 6.0 


19.9 9.9 
18.2 


37.2 9.3 
equip- 
24.5 88 


Total manufac- 

turing , 76 8.4 
31 Mining and 

quarrying __. 19 9.3 8.9 
15 Trade (whol. 

and retail) .... — 62 65.8 65.38 
10 Service and 


construction + 48.1 62 9.0 


13.7 7.6 8.4 


340 


Total . Sesto, ~ Oa 


Source: National City Bank of 


York; August Letter. 
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Stocks in College Funds 


It has only been in comparatively recent 
years that common stocks have represented 
more than a nominal amount of endowment 
funds. To illustrate the wide acceptance 
which they are now receiving, Massachu- 
setts Distributors, Inc., in its September 
18th issue of Brevits, lists the following 
percentages of security holdings at book 
value for ten leading universities as of 
June 30, 1942. In computing the per- 
centages, plant and equipment, real estate, 
mortgages, etc., are excluded. 


Common 
Stocks 


20.5 
44.8 
44.1 
39.2 
30.0 
56.3 
18.8 
31.4 
37.8 
37.6 
37.4 


Preferred 
Stocks 


13.4 
19.6 
10.9 


Bonds 
66.1 
35.6 
45.0 
49.6 11.2 
56.0 14.0 
39.3 4.4 
52.9 28.3 
56.8 11.8 
55.0 12 
42.0 20.4 
48.5 14.1 


Institutions 
California — 
Cornell - 
Dartmouth 
Harvard 
Johns Hopkins 
M.I.T. 
Pennsylvania 
Stanford* 
Vanderbilt 
wee 2 

Average 

*As of 8/31/42. 


The New Investor Class 


“An army of new investors has arisen 
through war financing and, together with 
the broad diffusion of income and wealth, 
has created a great number of potential 
capitalists. These individual investors will 
be the most important source of capital for 
industry to use in converting its facilities, 
building new plants and_ rehabilitating 
equipment after the war. The heavy tax 
burdens on corporations prevent them from 
plowing back earnings which has been the 
normal source of a great deal of their cap- 
ital in the past. High taxes have also re- 
stricted the ability of wealthy individuals 
to furnish capital in the large amounts that 
will be needed after the war. All the ele- 
ments of prosperity and national well-being 
will be present when peace comes. Their 
proper integration and control is the key 
to whether or not capitalism and freedom 
of enterprise can be preserved, or whether 
we will turn to communism, socialism, or 
some other ‘ism’.” 

JAY N. WHIPPLE, Pres. Investment Bankers 


Assn., to National Assn. of Security Dealers; at 
Cincinnati, Sept. 1st. 








PLANNING EMPLOYEES’ TRUSTS 


PAUL F. MILLETT 
Member of Chicago Bar 


HE present law of employees’ trusts 

is far from crystalized and undoubt- 
edly there will be developments which 
will necessitate many changes in the near 
future. One fundamental is obvious, 
however—lawyers must approach a dis- 
cussion of employees’ trusts with the 
realization that the day of the rugged in- 
dividualist is passing, if not gone, and 
that legislation on this subject is an ex- 
pression of a social trend. To approach 
the subject with the primary objective 
of getting as much as possible for the 
executive group of employees will lead to 
many pitfalls and, from the standpoint 
of tax penalties, one pitfall would be 
enough. 

Simply stated, an employees’ trust is a 
deferred compensation plan created by 
the employer for the benefit of his em- 
ployees. If the plan meets the require- 
ments of the statute, the contribution to 
the trust is deductible by the employer, 
the trust is a tax-free entity, and the 
amount of the employer’s contribution 
allocated to an employee is not income to 
such employee until distributed or made 
available. 


Eligibility and Discrimination 


Securing the Revenue Department’s 
approval of employees’ trusts seems to 


From paper before Insurance Law Section of 
American Bar Assn., Aug. 24, 1943. 


hinge on the questions of eligibility and 
discrimination, and the line of demarca- 
tion between the two is none too sharp. 
The statute and Regulations give these 
points great weight, and the taxpayer 
must regard them as having the first im- 
portance. 


Section 165 (a) of the Code as amend- 
ed relates to “trusts forming a part of a 
stock bonus, pension or profit-sharing 
plan of an employer for the exclusive 
benefit of his employees or their benefi- 
ciaries.” Section 165 (a) (3) sets forth 
certain eligibility requirements which 
are broken down into two tests. One re- 
lies upon the percentage of employees 
who will benefit. The other is some other 
“classification set up by the employer 
and found by the Commissioner not to be 
discriminatory in favor of employees who 
are officers, shareholders, persons whose 
principal duties consist in supervising 
the work of other employees, or highly 
compensated employees.” Thus it would 
appear that if the percentage require- 
ments are met, no finding by the Commis- 
sioner as to discrimination is necessary. 
A plan meeting eligibility requirements 
under either test, however, must still 
meet the requirements of Section 165 
(a) (4) as to discrimination in both con- 
tributions and benefits. The statute! 


1. See. 165 (a) (4). 
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and the Regulations,” as well as the Sen- 
ate Committee reports, set forth that dis- 
crimination can occur either in contribu- 
tions or benefits. The language of the 
statute and of the Regulations is general 
in character so that we have few guide- 
posts. The phrase “highly compensated 
employees” is a relative term and, un- 
doubtedly, will be so construed. There- 
fore, in creating a plan, an employer can- 
not afford to accept some arbitrary fig- 
ure, but must carefully scrutinize his 
payroll. The definition of a “supervisory 
employee” is also very broad. For exam- 
ple, would a working foreman be consid- 
ered a rank-and-file employee, or would 
he be one of the group for which dis- 
crimination is prohibited? It would ap- 


pear that we must await court decisions, 
as well as a body of rulings which the 
Commissioner will build up over a period 
of time, before such a question can be 
answered with any degree of certainty. 


Among other matters, Section 165 
(a) (5) provides that a classification 
will not be considered discriminatory 
merely because it excludes all employees 
the whole of whose remuneration consti- 
tutes wages under the Federal Insurance 
Contributions Act. There is some cur- 
rent opinion to the effect that if the bene- 
fits under a plan are correlated and in- 
tegrated with Social Security benefits,* 
as illustrated by recent Income Tax Unit 
rulings (Numbers 3614 and 3615), the 
plan will meet the requirements of dis- 
crimination regardless of the fact that 
substantially all of the contributions may 
be allocated to the group for which dis- 
crimination is prohibited. The Commis- 
sioner has published a table to measure 
proper integration with Social Security 
benefits. Such an interpretation would 
make the “illustrations” in Section 165 
(a) (5), all of which are preceded by the 
word “merely,” exceptions to the general 
cule as set forth in Section 165 (a) (4) 
oi the Code. This would appear to be 
inconsistent because, if that were the 
intent of Congress, the word “merely” 
would not have been used. It must be 
borne in mind that the law is concerned 


2. Rex. i03, Sec. 19.165 (a) (4)-1. 
3. Rez. 103, Sec. 165 (a) (3)-1. 
4. Mimeograph 55.2. 
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not so much with the form of a plan as it 
is with its effects in operation. There- 
fore, Section 165 (a) (5) should be read 
in the light of the over-all limitations set 
forth in Section 165 (a) (4). For ex- 
ample, if a corporation has 200 employees 
and the plan specifies that all employees 
are eligible who have completed three 
years of service, provided their compen- 
sation is in excess of $3,000, and if only 
two stockholder-employees could meet 
both requirements, the plan would, un- 
doubtedly, be held to be discriminatory. 

Conversations with attorr’ ys practic- 
ing in this field indicate that the average 
plan being put into effect today is for 
employers having from 50 to 150 employ- 
ees. These small employers generally 
have a difficult problem in the matter of 
discrimination for three reasons: (1) the 
stockholders are employees and the aver- 
age age of the stockholders, officers, 
supervisory and highly compensated em- 
ployees is 10 or 15 years more than the 
average age of the rank-and-file employ- 
ees; (2) these four groups generally 
meet the eligibility requirements as to 
length of service (which is the most com- 
monly used test) ; and (3) the compensa- 
tion of a stockholder-employee is usually 
four or five times that of a rank-and-file 
employee. The result is a tendency to 
overload the plan for a group in whose 
favor discrimination is not permitted. 

The contribution required to retire, at 
65, a person now 50, is at least twice the 
amount required for a person now 35 (as- 
suming the same pension). When these 
factors are combined with a formula to 
produce, for example, a pension of 25% 
of an employee’s basic compensation, ex- 
clusive of Social Security, we frequently 
find that the plan is out of balance. A 
plan which came recently to my attention 
employed a formula that resulted in al- 
locating 70% of the current contribution 
to stockholders. The Commissioner might 
call it a distribution of dividends.® 

We will see much litigation on dis- 
crimination during the next few years, 
particularly as to contributions allocated 
to stockholder-employees. The three In- 
come Tax Unit Rulings® issued at the 


5. Reg. 103, Sec. 19.165 (a) (1)-1. 
6. I. T. 3613, I. T. 3614, I. T. 3615. 
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time of the publication of the recent Reg- 
ulations, ignore the problem and use, for 
illustration, cases where but a small per- 
centage of the stock is owned by employ- 
ee-beneficiaries. It would appear rea- 
sonable, however, that the percent of con- 
tribution allocated to stockholder-em- 
ployees could be increased as the number 
of stockholder-employees increases, by 
reason of the fact that the pension results 
primarily from service to the corporation. 


The statute does not require vesting 
of employees’ rights under a trust. Vest- 
ing, especially in the smaller trust, has 
great possibilities for abuse. For exam- 
ple, suppose an employer creates a trust 
for all of its employees who have two 
years of service, there being 25 eligible 
out of a total of 50 employees. Suppose, 
further, that two stockholder-employees, 
who own all the outstanding stock, qual- 
ify under the plan. If all the employees, 
other than the two stockholder-employees, 
were discharged, all’ the corporation’s 
contribution would eventually be allocated 
to the two stockholders. Manifestly this 
would be beyond the Act as written and 
beyond its spirit. It would seem reason- 
able, therefore, that some provision for 
vesting should be included, particularly 
in the smaller trust. The information to 
be furnished to the Commissioner when 
submitting a plan for approval must show 
the vesting privileges, if any.? 


Taxation of Beneficiary 


Upon retirement of an employee, he 
will report for income tax purposes his 
pension “under Section 22 (b) (2) as if 
it were an annuity, the consideration for 
which is the amount contributed by the 
employee.” If the plan is non-contribu- 
tory as to employees, the entire pension, 
as received, will be taxable as ordinary 
income . If the amount held in the trust 
for the benefit of an employee is dis- 
tributed to him in one taxable year on 
account of his separation from service, 
the amount so distributed (excluding the 
employee’s contribution) is considered 
gain from the sale of a capital asset held 
for more than six months. 

The foregoing statements assume a 


7. Reg. 108, Sec. 19.23 (p) (1)-2. 
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trust qualified under Section 165 (a) at 
all times. If, however, the employer 
makes a contribution to a trust which 
does not qualify, and if the rights of the 
employee are not forfeitable, such con- 
tribution will be taxable to the employee 
in the year in which it is made.® 


If the trustee invests in retirement an- 
nuity policies with an insurance factor, 
Section 19.165 (b) (1) of the Regulations 
provides a measuring stick as to the 
amount the employee must report as in- 
come, which is in line with the Moore 
case decided by the Board of Tax Ap- 
peals.® If retirement annuity policies 
with an insurance factor are used, certain 
additional accounting operations will 
probably be involved, due to unemploy- 
ment taxes, Social Security and withhold- 
ing tax. 


Employer Deductions 


Section 23 (p) of the Code relates to 
the deductions allowed the employer for 
contributions to a plan. First of all, the 
amount must be reasonable!® in the light 
of Section 23 (a). If the contribution is 
not deductible by the employer under 
Section 23 (a), the deduction will not be 
allowable under Section 23 (p). This 
factor apparently has been overlooked by 
some employers in an attempt to get as 
large a deduction as possible during the 
current year. Incidentally, it is possible 
that a substantial contribution at the in- 
ception of the plan, taking into considera- 


8. Reg. 103, Sec. 19.165 (c)-1. 
9. Moore, Raymond J. et al., 45 B.T.A. 1073. 
10. Reg. 103, Sec. 19.23 (a)-6. 
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tion the employer’s earnings record, 
might be construed as an indication that 
the plan is temporary in character and, 
therefore, not acceptable to the Commis- 
sioner.® 

The thought has been expressed in 
some quarters that by reason of Clause 
(i) of Section 23 (p) (I) (A), there is a 
5% limitation on the amount that can be 
contributed to a pension trust, as distin- 
guished from a profit-sharing trust. Such 
thinking hardly seems warranted, either 
in light of the text of this section or of 
the Regulations. If the 5% limitation 
were a fact, then Section 23 (p) (1) (F), 
which provides for a deduction of 25% 
where there are both a pension plan and 
a profit-sharing plan in existence, is a 
nullity, since Section 23 (p) (1) (C) pro- 
vides for a 15% ceiling in the instance of 
profit-sharing plans. 

Clauses (i) and (ii) of Section 23 (p) 
(1) (A) should be read together, since 
they are connected by the word “plus.” 
This is substantiated by Section 19.23 
(p) (1) (A)-3 of the Regulations. It 
must be observed, however, that this sec- 
tion of the Regulations directs attention 
to the interplay of clauses (i), (ii) and 
(iii). Clause (iii) reads as follows: 


“in lieu of the amounts allowable under 
(i) and (ii) above, an amount equal to 
the normal cost of the plan, as deter- 
mined under regulations prescribed by 
the Commissioner with the approval of 
the Secretary, plus, if past service or 
other supplementary pension or annuity 
credits are provided by the plan, an 
amount not in excess of 10 per centum 
of the cost which would be required to 
completely fund or purchase such pen- 
sion or annuity credits as of the date 
when they are included in the plan, as 
determined under regulations prescribed 
by the Commissioner with the approval 
of the Secretary, except that in no case 
shall a deduction be allowed for any 
amount (other than the normal cost) 
paid in after such pension or annuity 
credits are completely funded or pur- 
chased.” 


Clause (ii) provides for deductions for 
“any excess over the amount allowable 


under Clause (i).” Thus it appears that 
from the standpoint of deduction of cur- 
rent contributions, there probably should 
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be a period of at least ten years from 
the date of entry to the date of retire- 
ment of the employee, since most plans, 
either by formula or effect, give a certain 
weighting for past service. Section 
23 (p) and the corresponding sections of 
the Regulations seem to indicate that, 
for a plan to be more readily acceptable, 
it should provide a formula covering past 
service, although there is nothing which 
makes such a formula mandatory. 
There has been considerable discussion 
as to that part of Clause (i) which re- 
lates to the charge-off over at least a five- 
year period where the unfunded cost in 
respect to any three individuals is more 
than 50% of such remaining unfunded 
cost . If cost is the amount of the con- 
tribution required to get a certain pen- 
sion result, then unfunded cost is the 
amount required to be paid during future 
years to provide the pensions under the 
plan. Thus, to make this determination, 
it becomes necessary to compute the 
future requirements as to each employee 
under the trust and determine if the total 
for any three individuals exceeds 50% of 
the total for all employees under the plan. 


Section 23 (p) (1) (B) relates to de- 
ductions under retirement annuity plans 
which do not require a trust. This para- 
graph makes mandatory the use of prem- 
ium refunds in reduction of premiums. 
This provision as such was not incorpo- 
rated into Section 23 (p) (1) (A) relat- 
ing to pension plans. However, the rea- 
soning is inescapable that the employer 
can deduct only the actual cost of the 
plan. Therefore, in my opinion, the re- 
fund of premiums, if any, where the plan 
is underwritten by an insurance company 
using individual policies, must be used to 
reduce the premium in subsequent years. 


Effect of Wage Stabilization 


Under Title VI of the President’s Ex- 
ecutive Order of October 3, 1942, one of 
the purposes of which was to stabilize 
wages and salaries, there was excluded 
from the meaning of the words wages or 
salaries, “insurance and pension benefits 
in a reasonable amount as determined by 
the Director of Economic Stabilization.” 
Regulations subsequently issued by the 
Director (October 27, 1942) provide, in 
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Section 4001.2 (h), that the term “insur- 
ance and pension benefits in a reasonable 
amount” means: 


“(1) Contributions by an employer to 
an employees’ trust or under an annuity 
plan which meets the requirements of 
Section 165(a) of the Code, and 

“(2) amounts paid by an employer on 
account of premiums on insurance on 
the life of an employee which amounts 
are deductible by the employer under 
Section 23(a) of the Code, except that 
if such amounts are includible in the 
gross income of the employee under the 
Code, the amount in respect of each em- 
ployee may not exceed 5% of the em- 
ployee’s annual salary or wages deter- 
mined without the inclusion of insur- 
ance and pension benefits.” 


A literal reading indicates that meet- 
ing the requirements of Section 165 (a) 
is sufficient to prevent a violation of the 
wage “freeze.” The Commissioner has 
ruled, however, that such would not be 
the case in the instance of profit-sharing 
trusts.!! This presents an interesting 
situation since, according to the Execu- 
tive Order, the power to issue directives 
(which presumably include interpreta- 
tions) is given to the Director with the 
approval of the President. Further, at 
the time of the issuance of the Regula- 
tions, the Revenue Act of 1942 had been 
passed and Section 165 (a) included pro- 
fit-sharing trusts. Apparently we must 
await further enlightenment. 

It will be noticed that the connecting 
word between paragraphs (h) (1) and 
(h) (2) of Section 4001.2 is “and.” 
Therefore, if retirement annuities with 
an insurance factor were purchased by 
the trustees, the cost of such insurance 
must not exceed 5% of the compensation 
of the employee. This is substantiated in 
a memorandum issued by the Commis- 
sioner on June 11, 1943. 

Recent reports from Washington make 
it clear that we may expect changes in 
the Revenue Act before the year is over. 
Further, there has been some contention 
that the new Regulations do not properly 
interpret the statute. Potential develop- 


11. Letter of A. D. Burford, Deputy Commissioner, 
dated April 16, 1948. The War Labor Board 
also rvled in August that contributions to 
profit-sharing trusts require its approval. 
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ments may well modify sweepingly all 
the points discussed here. Therefore, 
close attention to current changes in the 
law and the Regulations is mandatory. 


Pension Trust Integration 
for Congress 


“Three well known tax experts addressed 
over 150 lawyers, accountants and execu- 
tives at the Institute on Federal Taxation 
conducted by New York University on Sep- 
tember 21st. Peter Guy Evans, editor of 
our “Current Federal Tax Notes,” pre- 
sided over the session as well as at the 
lively dinner meeting devoted to questions 
submitted by members. 


The meeting was informed that Senator 
Taft had advised Mr. Evans that his opin- 
ion on pension trusts had not changed and 


that the Senator rather doubts whether * 


private pension plans should be integrated 
with Social Security Act at all. “If they 
are to be integrated,” the Senator believed, 
“the rules of integration should be written 
by Congress and not by the Treasury.” 


John W. Drye, Jr., of New York City, 
discussing “Pension and Other Deferred 
Compensation Plans” emphasized particu- 
larly the tests of an approved plan, employ- 
er’s deduction, and the tax problems of 
both the trust and of the employees. 


Charles W. Tye of Baltimore, speaking 
on “Federal Taxation of Insurance Com- 
panies and Their Problems,” stressed the 
differences in federal taxation of ordinary 
corporations and the various kinds of in- 
surance companies, as well as the pension 
trust problems from the viewpoint of the 
insurance company. 
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Court Decisions 


Contemplation of marriage and of death. 
Individual (age 68) created trusts in Feb- 
ruary 1928 for benefit of his children but 
made himself life beneficiary. In March 
1928 he married again. Purpose in setting 
up trusts was to exclude his prospective 
wife from otherwise sharing in his estate. 
The Court explains that the transfer in 
trust was not in contemplation of death 
(he died in 1938) because he was healthy, 
was not to save on income taxes or estate 
taxes; and furthermore marriage is asso- 
ciated with life and not with death. How- 
ever, the Court held the transfer to be in 
contemplation of death because he did not 
want his new wife to get the property 
should he die before her. B. H. Kroger, 
Memo T.C., Aug. 17, 1943. 


Valuation of stock for gift tax purposes. 
Corporation charter specifically provided 


that stockholder could not dispose of his 


stock to outsiders without offering it first to 
other stockholders at 60% of its book value. 
The Court decided in favor of the Govern- 
ment by holding that such restrictive pro- 
visions in charter were not binding on the 
Government and that it had the right to 
collect gift taxes on the full value of the 
stock as of the gift date. Krauss v. U. S., 
U.S., D.C., E.D. La., N.O. Div., Civil 475 
and 476, Aug. 5, 1943. 

B Stock of Corporation could be owned 
only by employees and if employment ter- 
minated it had to be offered to the corpor- 
ation at book value. Husband transferred 


2,500 shares to his wife, also an employee. 


Court held that the stock being subject to 
a contract should be taxed at the book value 
of $89,000 rather than actual value of 
$219,000. McCann v. Comm., 2 T.C. No. 
87, Sept. 17, 1943. 

Valuation of “worthless note” for estate 
tax. Son of decedent borrowed $80,000 on 
personal note, which at time of death was 
worth but $28,000 (value of collateral). 
Since the son was entitled to receive a leg- 
acy of $88,000, the Tax Court held that the 
note is taxable in full at $80,000. Court 
reasons that since the son could have first 
received his $88,000, then paid off the 
$80,000 note, and then get his note back, 


he theoretically received $168,000. Hodge 
Est. v. Comm., 2 T.C. No. 79, Sept. 8, 1943. 


Taxability of trust income for children. 
Grantor set up trusts for his four children 
and .provided that income could be used for 
maintenance and support. Two children 
reached majority and as to these the Tax 
Court held such income was not taxable to 
grantor. However, with regard to income 
which might go to the two minor children 
grantor conceded its taxability to him. 
(Why such a concession? Doesn’t J.T. 
3609 hold that Stuart v. Helvering will not 
be applied retroactively? Therefore only 
income actually used for maintenance and 
support—and not the entire income as con- 
ceded—should have been taxed to the 
grantor.) Whiteley v. Comm., 2 T.C. No. 
75, Aug. 26, 1943. 


Fiduciary commissions prorated. Execu- 
tor-trustee received some $17,000 in 1939 
for services rendered from 1915 to 1939. 
The Tax Court held that his commissions 
are taxable as spread over the 25 years. The 
Commissioner had contended that relief pro- 
vision of tax law did not apply to executors 
or trustees but only to authors, inventors, 
etc. Est. of Edward W. Clark III v. Comm., 
2 T.C. No. 83, Sept. 10, 1943. 


Transfers not in contemplation of death. 
Decedent died within two years of making 
gifts to his children. Despite the two-year 
presumption the Court held that contempla- 
tion of death was not the actual motive. 
The compelling motive was to reduce his 
own income tax and to provide children 
with separate and independent incomes. 
Est. of Proctor v. Hassett, U.S. D.C., D. 
Mass., Civil No. 1449, July 28, 1943. 


Gift tax exclusion erroneously allowed 
in prior year disregarded. Specific exclu- 
sions were erroneously allowed taxpayer in 
1936. Court held that such exclusions must 
be disregarded in determining total net 
gifts for years 1937 and 1938 even though 
statute of limitations had run as to the 
year 1936. Farish, Memo T.C., Aug. 30, 
1943. 

Trust income taxable to assignor where 
assignment invalid. Taxpayer as_ benefi- 
ciary of trust assigned income therefrom. 
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Since such assignment was held invalid by 
the State Court, the trust income is tax- 
able to the assignor. Time for inclusion of 
income was held to be year of payment by 
the Trustee to the assignee and not the 
year in which invalidity of assignment was 
settled. St. Louis Union Trust Co. v. 
U. S., U.S. D.C. E.D. Mo., No. 46, 50 F. 
Supp. 317. 


Estate tax—State property laws control- 
ling. Decedent died in 1939 in State of 
Washington, survived by his wife whom he 
married in 1904. In connection with the 
ownership of certain stock, the Court held 
that, under the property laws of that State, 
the stock was community property of the 
decedent and the wife and only one-half was 
accordingly taxable in decedent’s estate. 
True v. U. S., U.S. D.C., E.D. Wash., N. 
Div., No. 312, Sept. 13, 1943. 


Hallock Case distinguished. Grantor set 
up irrevocable trust in 1922 and in 1928 
by amendment relinquished every control 
over disposition of income. On donor’s 
death, trust principal was to go to his wife, 
his daughter or her issue. The principal 
could go to his heirs or distributees only 
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upon the remote contingency that all re- 
maindermen predeceased the grantor. The 
Tax Court excellently distinguishes Helver- 
ing v. Hallock, by holding that the trust 
deed contained no express provision where- 
by principal might be revested in grantor 
upon the termination of the final estate. 
The trust deed granted contingent remain- 
ders to the grantor’s next of kin. Conse- 
quently, the corpus was not includible in 
the gross estate. Estate of Estee, Memo 
T.C., Sept. 17, 1943. 


Rulings, News, Etc. 


T. D. 5295, revises and supersedes T. D. 
5186 on salary stabilization. 


G. C. M. 23811 supersedes G. C. M. 20472 
relating to taxability of income of estate in 
process of administration in a community 
property state. New ruling holds that 
gains and income of such estate will be 
taxed entirely to the estate (and not partly 
to estate and partly to widow). 


T. D. 5290 holds that stock dividends 
otherwise exempt will not be taxed merely 
because they are paid in Treasury Stock 
or rights to buy Treasury Stock. 
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handling of transactions in anticipation of 
their possible tax effect on the estate. For 
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the status of property with relation to taxes. 
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Decisions 


LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 


jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 

ILLINOIS: R. J. Frankenstein, Jr.—McDermott, Will & Emery, Chicago 
MINNESOTA: James E. Dorsey—Dorsey, Colman, Barker, Scott & Barber, Minneapolis 
NEBRASKA: Frank D. Williams—Cline, Williams & Wright, Lincoln 

NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 

VIRGINIA: Ellsworth Wiltshire—Wiltshire & Rives, Richmond 


The complete roster of editors appears in July and January. 


Charitable Trusts — Reverter on Failure 
to Comply with Conditions— Cy Pres 
— Attorney General as Party 


Nebraska — Supreme Court 


Rohlf v. German Old People’s Home, 10 N.W. (2d) 
686. 


Testator devised one-fifth of the residue 
of his estate to Society to be used for an 
Old People’s Home, which it proposed to 
establish. After testator’s death, it was 
claimed that the project had been abandoned 
and 15 years after his death, the heirs 
brought suit against the Society to recover 
the gift. 


HELD: (1) On failure of a charitable 
corporation to comply with conditions of a 
gift within a reasonable time, the gift re- 
verts to the heirs, even in the absence of 
express provision for reverter. 

(2) A gift to a charitable corporation for 
a specific purpose is in nature of a trust, 
and if not used within a reasonable time, 
will revert unless a general charitable intent 
is shown. 

(3) The cy pres doctrine is not applic- 
able where a general charitable purpose does 
not appear in the will. 

(4) The attorney general is a proper, 
but not a necessary party, to a proceeding 
to declare a reverter where the gift is to a 
specific individual charity rather than to 
charity generally. 


Bo 


Compensation — Spendthrift Clause In- 
validates Contract with Attorney — 
Dual Capacity of Attorney-Trustee 


Minnesota—Supreme Court 
In re Lee’s Estate, 9 N.W. (2) 245. 


X, an attorney, was employed by Clem- 
mings, and prepared the latter’s will pro- 


viding for a testamentary trust for the pri- 
mary benefit of the testator’s daughter and 
son. The trust contained a _ spendthrift 
clause forbidding the beneficiaries to as- 
sign any of the income from the trust prior 
to the actual distribution thereof. The cor- 
porate trustee named in the will was 
eventually appointed, but in 1934 it resign- 
ed and X was appointed as successor trus- 
tee to act with two other individuals. X 
served as such trustee and received $125 
per month for the performance of his duties 
as trustee and for certain legal services. 
In 1936 X entered into a written agree- 
ment with the two beneficiaries, whereby 
they agreed that X should “investigate and 
examine” the trustees’ accounts from the 
inception of the trust to December 31, 1935, 
“with a view to determining whether any- 
thing is still due” the beneficiaries, and that 
X should have one-third of whatever amount 
may be paid over to them. In 1938 the 
daughter died, and her husband was ap- 
pointed administrator of her estate. X was 
retained as attorney for the administrator. 
The husband did not know of the existence 
of the 1938 agreement, and X failed to in- 
form him of it. In 1940 X obtained a Dis- 
trict Court order authorizing the distri- 
bution of certain of the trust funds. No 
disclosure at that time was made to the 
court of X’s claim to a one-third interest 
in the funds held by that order to be trans- 
ferable to the daughter’s estate. Thereaf- 
ter X informed the administrator of his 
claim. The administrators protested the 
payment of the fee. X then severed his 
relations as attorney for the administrator 
and filed his claim for services against the 
estate. The Probate Court disallowed the 
claim. The District Court affirmed. 
HELD: Affirmed. The 1936 contract 
violated the spendthrift provision of the 
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will. A spendthrift clause is valid and ap- 
plies to an attorney’s claim for services ren- 
dered to a beneficiary under a trust. The 
contract proposed that X should engage in 
part in an investigation of his own ac- 
counts as trustee; he thereby placed him- 
self in a dual relationship to the trust, with 
personal interests conflicting with his duties 
as trustee. By his agreement X was agree- 
ing to do that which his trust obligation 
already required of him. X cannot urge 
that he is entitled to compensation for ad- 
ditional services regardless of the contract, 
for compensation will be denied to a trustee 
who has not faithfully performed his duties. 
An attorney who is unfaithful in the per- 
formance of his duties forfeits his right to 
compensation and there can be no recovery 
therefore by X on the basis of quantum 
meruit. It cannot be urged that the bene- 
ficiary ratified the transaction for she con- 
sented without a full disclosure of the facts 
which were known, or should have been 
known, to X. 


oe 


Distribution -— Whether “Heirs” In- 
cludes Life Tenant Upon Whose 
Death Distribution Is To Be Made 


California—District Court of Appeal 
Re Easter’s Estate, 140 P. 2d 186 (July 23, 1943). 


On Alfred Easter’s death in 1923, the 
estate was distributed in trust to pay in- 
come to various persons, including his 
widow Catherine, for life, and upon her 
death the trust “shall terminate and all of 
the property then in the hands of the 
trustee *** shall go to and vest in the 
heirs at law of the said Alfred Easter, in 
accordance with the statute of succession 
of California in effect in 1920.” Catherine 
died in 1942. On his death, his heirs were 
Catherine and the son and three daughters, 
none of them the children of Catherine. 

HELD: (1) Heirs were determined as 
of date of death of the testator. Fact that 
one heir, the widow was also life tenant of 
the intervening estate, is immaterial. 

(2) The fact, not determined by the 
court, that the widow possibly elected to 
take under the will, waiving community 
rights, does not affect her status as an 
“heir” and therefore as a remainderman 
following expiration of the trust. 

Se 

Samuel J. Foosaner, our legal editor for 
New Jersey, has been named chairman of 
the Committee on Federal and State Tax- 
ation of the State Bar Association. 
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Distribution..— Postal Savings Certifi- 
cates Held Proper Subject of Gift 
Causa Mortis 


Illinois—Appellate Court 
Blair v. Kirchner, 319 Ill. App. 348. 


Administrator filed a petition to recover 
certain Postal Savings Certificates for the 
estate. The defendants claimed they be- 
came the owners thereof through a valid 
gift causa mortis. The Certificates were 
manually delivered but were issued in the 
name of the decedent and bore on the face 
of each the words: “non-transferable” and 
“not negotiable.” 

HELD: The certificates were the proper 
subject of a gift causa mortis. It is gener- 
ally recognized that choses in action may 
be the subject of a valid gift without en- 
dorsement or assignment. The rule applies 
equally to non-negotiable choses in action. 
It was further held that the legal meaning 
of “non-transferable” would appear to be 
the same as “non-negotiable,” such restric-: 
tions not affecting title, right of posses- 
sion or validity of transfer, but subjecting 
the assignee to all equities between the ori- 
ginal parties. 

NOTE: The result would appear to be 
contrary to a prior decision of the Court 
holding United States Treasury Certificates 
not be the subject of a gift inter vivos. 
The court in commenting on the prior de- 
cision stated it was based primarily on 
eases holding the Government could limit 
its obligation to pay only the person named 
in the Certificate upon compliance with the 
provisions of the Certificate and appropri- 
ate Treasury regulations; that here no at- 
tempt was being made to enforce the gift 
against the Government, the instant ques- 
tion involving solely the validity of the 
gift between the donor and donee. 
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Powers — Appointment — Execution of 
Power by Will Antedating Power — 
Effect of Provision Vesting Property ir 
a Person at His Death 


California—District Court of Appeal 


California Trust Co. v. Ott, 140 P. 2d 79 (July 17, 

1943). 

Francis Ott, in March, 1930, created a 
trust of his separate property, providing 
for payment of income to himself and his 
wife Phebe and the survivor for life. Upon 
the death of the survivor the trustee was 
to distribute the trust estate as the trustor 
might appoint by will, or’in default of ap- 
pointment to his heirs. Francis Ott died 
in June, 1930, leaving a 1929 will giving 
the residue of his estate to Phebe, who died 
in 1941. Suit was brought by the trustee 
to determine to whom the trust estate was 
distributable. 


HELD: (1) The will, although exe- 
cuted prior to the creation of the power, 
was a valid exercise of it. Citing Restate- 
ment, Property, Sec. 344. 


(2) The fact that the gift to Phebe 
would necessarily become effective only af- 
ter her death, she being the life tenant, 
does not prevent her being a distributee 
under the trust. 


a 


Distribution 
Legacies 
New York—Surrogate’s Court, Kings County 
Matter of Underwood, 
Oct. 4, 1943, p. 796. 
During the administration of the estate, 
the executors had uninvested cash in excess 
of the amount of the legacy, which cash 
earned interest at “ths of 1% per annum. 
The executors were prepared to make im- 
mediate payment of the legacy from such 
cash upon delivery of an appropriate re- 
ceipt and release; and made reasonable ef- 
forts to satisfy the legacy. Failure to ef- 
fect payment was reasonably attributable to 
the legatee. 


HELD: Interest is payable to the leg- 
atee at %ths of 1% per annnum. 


Interest Payable on 
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Taxation — Estate and Inheritance — 
Reimbursement by Beneficiary of 
Life Insurance 

Virginia—-Supreme Court of Appeals 

Johnson v. First National Exchange Bank of Roan- 

oke, 26 S.E. (2nd) 86. 

Decedent’s will provided that all estate, 
inheritance, succession, or transfer taxes 
payable upon any of the “legacies, devises, 
life estates or remainders hereinafter set 
forth, or the property composing the same, 
or the shares, interests or estates of any 
of the beneficiaries hereunder, or on any 
gifts, transfers, conveyances or trusts here- 
tofore or hereafter made or created” should 
be paid out of the residue of his estate. He 
left four insurance policies upon his life, 
in which his wife was the primary bene- 
ficiary. The total value of these policies 
for the purpose of ascertaining the Federal 
estate tax exceeded the then existing in- 
surance exemption of $40,000, so that the 
excess value was considered a part of the 
gross estate in computing the estate tax. 
The entire estate tax was paid by the es- 
tate, and suit was then instituted to deter- 
mine what part, if any, of this tax should 
be paid by the wife to the estate. 

HELD: 1. The insurance policies were 
not legacies, devises, life estates, remain- 
ders, or trusts and therefore did not come 
under the classes of property, the estate 
taxes on which were under the terms of 
the will to be paid out of the residue. Ac- 
cordingly, the estate was entitled to reim- 
bursement from the wife. 

2. In arriving at the amount of this re- 
imbursement, the words “net estate” as 
mentioned in 26 U. S. C. A. Int. Rev. Code 
Sec. 826(c) [“If any part of the gross es- 
tate consists ef proceeds of policies of in- 
surance upon the life of the decedent re- 
ceivable by a beneficiary other than the 
executor, the executor shall be entitled to 
recover from such beneficiary such portion 
of the total tax paid as the proceeds in ex- 
cess of $40,000 of such policies bear to the 
net estate.”] should mean the difference 
between the total value of the gross estate 
and the total authorized deductions, one of 
which being the specific estate exemption. 
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